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FLEXIBILITY THAT'S ALWAYS WITH YOU 


What could you do with a software suite as agile as your firm? A full suite of 
professional applications that allows you to add new services with the click 
of a mouse? To add staff when you need them and remove them when you 
don’t? And to access it all from anywhere in the world, anytime? 


It's intriguing. And it’s exactly what you get with SaaS for the 
CS Professional Suite. Not to mention a profession-leading list of 
integrated features, including: 


* True software leasing that lets you pay for only what you need. 
* No installations, backups, or maintenance—just log in and get started. 


* Acomprehensive implementation program that ensures your firm 
a smooth transition to the cloud. 


What could you do with an always-on connection to the most powerful 
minds in tax and accounting software? It’s time to find out. 
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EMPOWERING YOUR ORGANIZATION AND EMPLOYEES 
IS ALWAYS TOP OF MIND. At Becker Professional Education, 
everything we do is done to prepare, to equip, to empower your 
people and enhance the value of your organization. Our CPA Exam 
Review students pass at double the rate of non-Becker students, with 
more than 400,000 successful alumni to date. Becker’s Continuing 
Professional Education keeps employees like yours at the top of the 
profession and ahead of the curve. It’s no wonder Becker currently 
serves the Big 4 global accounting firms, and has relationships with 
98 of the top 100 accounting firms in the US. So go with the leader. 
Go with Becker. And strengthen your leaders of tomorrow. 





BECKER 
PROFESSIONAL EDUCATION 


: - becker.com 


©2011 DeVry/Becker Educational Development Corp. All rights reserved. 





It’s hard to relax, when sales and use tax 
issues are lurking... 


CCH’s sales and use tax solutions will give your customers peace of mind knowing they have 
access to a set of complete tools that address all of their needs. CCH’s full line of comprehensive 
sales and use tax products allow corporations to attack the complexities of sales and use taxes 
from a number of different angles. Whether they require research content, the ability to obtain 
rates, conduct calculations or help with compliance — CCH has a solution designed specifically to 
integrate with their ERP. Now that’s a partnership you can trust. 


Build your portfolio, generate more leads, 
and increase revenue with CorpSystem’ 
sales and use tax solutions from CCH. | 
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Brazil is now the world’s seventh-largest Ny 
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want to invest or set up operations in 
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Nhat are you doing to grow your business? At Experis™ Finance 
(formerly Jefferson Wells™ and Manpower® Professional), we’ve built 
a reputation for results-driven project solutions and experienced talent 
that can create a lasting competitive advantage and increase the 
bottom line. With a deep understanding of your industry, processes 
and business issues, we bring solutions and talent together to take 
on your risk advisory, tax, and finance & accounting challenges. 

We help you capitalize on new opportunities to drive performance, 
cut costs, manage risk and increase revenue. And you can watch 
your company flourish. Learn more and register for updates 
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SOCIAL MEDIA TIP 


Facebook Revamps Friend Lists 
Facebook recently introduced new 
types of lists to help organize your 
friends, colleagues and family and 
determine how often someone ap- 
pears in your News Feed. After log- 
ging in, the new lists are found in 
the left column of your Facebook 
home page. 

You'll see that by default, Face- 
book offers four types of smart lists: 
work, school, family and city. Each 
list is automatically populated, but 
there’s an option to add or remove 
friends manually to make the lists 
more accurate. Click the name of 
the list, and in the right column you'll 
see “On This List” (friends that are 
already included in the list) and, be- 
neath that, “Add friends to this list” 

There are also three new lists— 
Close Friends, Acquaintances and 
Restricted—that you can manually 
populate. Add friends to your Close 
Friends list to see everything they 
post in your News Feed. You'll see 
less of your friends, such as old 
classmates or business contacts, if 
they're in the Acquaintances list. 
Friends added to the Restricted list 
will only see your “public” posts ver- 
sus everything you post. 

For more social media tips and 
how-to’s, visit facebook.com/ 
JournalofAccountancy and click 
the “Social Media Tips” link in the 
left column. 

—Megan Pinkston (mpinkston@aicpa.org) 
is the JofA’s senior online editor. 
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Brazil’s Transition to IFRS 

In Brazil, all listed companies, small and medium-size en- 
terprises (SMEs), banks and insurance companies are re- 
quired to file using IFRS starting with their 2010 financial 
statements. In this video, Ana Maria Elorrieta, president 
of IBRACON (the Institute of Independent Auditors of 
Brazil), shares her perspective on Brazil’s recent imple- 
mentation of IFRS and highlights IBRACON’s efforts to 
help auditors with the transition to the new standards through training and other 
initiatives. The video is available at tinyurl.com/IFRSinBrazil. Also read “Business 
Basics in Brazil,” page 34. 
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@ BONUS CONTENT 

Technology 2012 Preview 

What should be at the top of your tech wish list this holiday season? After you read 
“Technology 2012 Preview: Part 1,” page 46, visit journalofaccountancy.com/tech to 
listen to clips from our exclusive round table with some of the accounting industry’s 
top experts and read online-only excerpts of the discussion not included in print. 


& VIDEO 

Greg Anton: Future Thinking 

Greg Anton, the AICPA’s 2011-2012 chairman, talks about the 
CPA Horizons 2025 initiative, which called on CPAs from all 
areas of the profession to embrace the challenge of defining the 
future, for themselves and for those they serve. The video is 
available at tinyurl.com/5tm73af. Also read an interview with 
Anton, “Moving the Needle,” on page 24. 





@ VIDEO 

Economic Optimism Slumps 
The AICPA’s Carol Scott, CPA, vice president—Business, Industry & Government, an- 
alyzes results of the AICPA Business & Industry Economic Outlook Survey Q3 2011. 
Economic optimism dropped to a two-and-a-half-year low as more than 60% of the 
1,300 CPA financial executives surveyed thought it was likely the U.S. would experi- 
ence a double-dip recession. The video is available at tinyurl.com/65cvptft. 
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H Moving the Needle page 24 

"Hi Kim Nilsen is the executive editor of Magazines and Newsletters for the AICPA. She manages content 
development for the JofA and its website, journalofaccountancy.com. Prior to joining the AICPA in 2007, she 
worked for American City Business Journals. In this issue, she profiles new AICPA Chairman Greg Anton. 





@ Business Basics in Brazil page 34 

> Gary James, a former JofA senior editor, is a freelance writer with more than 30 years of writing, editing and 
management experience in business-to-business publishing. His experience includes work with Furniture/Today 
and eCommerce Business. Earlier in his career he was managing editor of Automotive Executive, a monthly magazine 





published by the National Automobile Dealers Association. 


@ What’s Your Fraud IQ? page 42 
Dawn Taylor, CFE, MBA, is a research specialist for the Association of Certified Fraud Examiners (ACFE), where 
she develops educational materials related to the prevention, detection and investigation of fraud. Her MBA is in 


financial decision systems, and she has more than a decade of experience in corporate accounting. 


Andi McNeal, CPA, CFE, is director of research for the ACFE, where she oversees the development and 
production of educational materials related to the prevention, detection and investigation of fraud. She is co- 
author of the 2008 and 2010 editions of the Report to the Nation(s) on Occupational Fraud and Abuse, a biennial 
report issued by the ACFE on the costs and effects of occupational fraud, as well as author of the 2009 report 





Occupational Fraud: A Study of the Impact of an Economic Recession. 


@ Technology 2012 Preview: Part 1 page 46 

; Jeff Drew is a JofA senior editor. He oversees coverage of practice management and technology. He has nearly 20 
years of journalism experience, including a decade in various editorial capacities with American City Business 
Journals. 








@ Tax-Exempt Hospitals and New Reporting Requirements page 54 

Jean T. Wells, CPA, J.D., is an assistant professor at Howard University in Washington, D.C. She is a member of 
the JofA’s Board of Editorial Advisers and a frequent contributor (with Gwendolyn McFadden) to the JofA’s Tax 
Matters column. 


Gwendolyn McFadden, CPA, J.D., LL.M., is an associate professor of accounting at North Carolina AGT State 
University in Greensboro, N.C., where her research interests include taxation. She has been a frequent ore 
(with Jean T. Wells) to the JofA’s Tax Matters column. 
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CONTRIBUTING AUTHORS 
(Continued from page 10) 


@ Charitable Contributions of Conservation Easements page 58 

a C. Andrew Lafond, CPA, DBA, is an assistant professor at the College of New Jersey in Ewing, NJ. He has 
published articles extensively, including the following in the JofA (with Jeffrey J. Schrader): “State Taxation of 
Telecommuters” (June 2009, page 70); “Don’t Neglect to Elect” June 2010, page 70); “Don’t Neglect to Elect, Part 
2” Jan. 2011, page 52); and “Multistate Tax Considerations for S Corporations” (Feb. 2011, page 54). 





Jeffrey J. Schrader, CPA, MST, is a shareholder in Jeffrey J. Schrader, CPA, PC, Trenton, NJ., providing 
comprehensive accounting and tax services for individuals, estates and small to midsize businesses. He has 
published articles including the following in the JofA (with C. Andrew Lafond): “State Taxation of Telecommuters” 
(June 2009, page 70); “Don’t Neglect to Elect” June 2010, page 70); “Don’t Neglect to Elect, Part 2” Jan. 2011, 
page 52); and “Multistate Tax Considerations for S Corporations” (Feb. 2011, page 54). 
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Letters 


ADVISING CLIENTS ON THE 
COLLECTIONS QUESTION 

I enjoyed the well-written and informa- 
tive article, “Advising Financially Stressed 
Clients” (Sept. 2011, page 50). Due to my 
germane knowledge and background 
working as a special assets officer at a 
community bank, I 
would like to elabo- 
rate on two areas in 
the article. 

The deed in lieu 
of foreclosure is, as 
noted, cheaper for 
the lender, but is 
also beneficial to the 
client. The process 
can be less traumat- 
ic and stressful than 
being foreclosed on 
and sued for any 
deficiency. Clients 
also avoid the legal 
costs and the stigma 
of having their name 
printed in the local paper, announcing the 
foreclosure process. The owner also does 
not necessarily have to move and may 
have the option to lease the property from 
the bank. 

The first bullet point under “Actions 
the Client Should Avoid” advised that 
“[c]lients should not contact creditors 
who have not contacted them.” Countless 
times I have had the clients adopt this 
ostrich approach. The clients finally want 
to communicate when it is practically too 
late to be of assistance. The better plan of 
attack, when it comes to this situation, is 
to contact the lender early on when the 
issue OCCUTS. 

The client should also return the bank’s 
telephone calls and messages. Ignoring 
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these only further exasperates the situa- 
tion. The issue could be something as 
simple as being unemployed or being 
embarrassed by a temporary issue. Not 
including the bank is a detriment to 
resolving the issue. It is much easier to 
work with a slight issue versus waiting 
until several months 
later, when the issue 
has grown substan- 


‘Oe tially. 

In a scenario I'll 
call “ignore the 
bank,” clients simply 

uu Yoos do not make the pay- 


ments and ignore the 
bank’s calls, letters 
and visits, and corre- 
spondence from the 
bank’s attorney. They 
get three to four 
months behind in 
their payments. The 
bank has to start the 
foreclosure process. 
Once the property goes to sheriff's sale, as 
it does in Michigan, the deficiency is set. 
At this point the homeowner can be sued 
on the deficiency. 

However, in a better scenario, clients 
elect to communicate and work with the 
bank. Homeowners talk to the bank 
regarding what happened and their plan. 
The bank looks at the situation and what 
can be done to keep them in the home. 
The bank now has the opportunity to 
modify the mortgage and promissory 
note. The bank could extend the amorti- 
zation to lower the payments, decrease 
interest rates and/or split the note into 
two distinct notes. Clients can now afford 
the payments. Foreclosure is not needed, 
and they can hope that things will change 
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for them in the future. 
Charles Parker II, J.D. 
Swartz Creek, Mich. 


Author’s reply: I was a creditor's rights 
attorney for 16 years and can fully appre- 
ciate Mr. Parker’s concerns. I am not sug- 
gesting that clients should just avoid the 
lender at all cost. However, our article was 
written with a progression of events in 
mind. Of course, we advocate working with 
the lender from the onset. Most of our 
clients have tried that long before they con- 
sult with us and often have liquidated many 
of their assets. When debt negotiations 
fail, the lender usually steps up its collec- 
tion efforts, and the debtor wonders what 
else he can do. At that point, collection calls 
are very stressful, and we recommend that 
the client avoid taking them. Foreclosure 
options are complicated and require careful 
counseling; bankruptcy should only be con- 
sidered as a last resort. 
Gail P. Petravick, Esq. 
Bloomington, IIl. 


Give Us Your Feedback 


The JofA encourages readers: to write 
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One client is global. Another is local, family- 
owned and growing. The same business 
application won’t work for both. That’s why so 
many accountants recommend solutions from 
the portfolio of software and connected services 
From Sage. Make your practice life easier. Visit 
SageAccountingSolutions.com/Clients and 
make your clients Sage. 
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AUDITING 

® AICPA staff issued TPA 9160.27, “Pro- 
viding Opinion on a Schedule of Expen- 
ditures of Federal Awards [SEFA] in 
Relation to an Entity’s Financial Statements 
as a Whole When the Schedule of Expen- 
ditures of Federal Awards Is on a Differ- 
ent Basis of Accounting Than the Financial 
Statements.” Provided certain conditions 
are met, the auditor may provide an opin- 
ion on whether the SEFA is presented fair- 
ly in all material respects in relation to the 
financial statements as a whole (often re- 
ferred to as providing an in-relation-to 
opinion). 

The TPA is available at tinyurl.com/ 

3s064k8. Member login is required. 
@ The AICPA’s Auditing Standards Board 
(ASB) issued Interpretation no. 1, “Dating 
the Auditor’s Report on Supplementary In- 
formation,” (tinyurl.com/3tehcdr) to SAS 
no. 119, Supplementary Information in Re- 
lation to the Financial Statements as a Whole 
(tinyurl.com/3ughlee). The ASB also is- 
sued three clarified Statements on Audit- 
ing Standards (SASs). 

The interpretation to SAS no. 119 ad- 
dresses how an auditor makes clear that no 
additional procedures were performed on 
the audited financial statements after the 
date of the auditor’s report on those fi- 
nancial statements when reporting on the 
supplementary information (either in a 
separate report or in an explanatory para- 
graph within the auditor’s report on the 
financial statements) after the date of the 
auditor’s report on the financial state- 
ments. 

In addition, as a result of the ASB’s 
Clarity Project (tinyurl.com/3u62wdt), 
the following clarified SASs have been 
finalized: 

B Reporting on Compliance With Aspects 

of Contractual Agreements or Regula- 
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HIGHLIGHTS 


@ President Barack Obama signed into law the Leahy-Smith America 
Invents Act (HR 1249), which reforms the U.S. patent system and stops 
the granting of patents for tax strategies. 

Under the act, any “strategy for reducing, avoiding, or deferring tax liability” 
is deemed to be “prior art” under patent law, and therefore not patentable. The tax 
strategy provision applies to “any patent application that is pending on, or filed 
on or after” Sept. 16, 2011. 

The act defines “tax liability” as any liability for tax under federal, state, local 
or foreign law. The provision covers taxes imposed by any “statute, rule, regula- 
tion, or ordinance that levies, imposes, or assesses such tax liability.” It does not, 
however, apply to tax preparation and other software, explicitly excluding any 
“method, apparatus, technology, computer program product, or system, that is used 
solely for preparing a tax or information return or other tax filing” or that is “used 
solely for financial management, to the extent that it is severable from any tax strat- 
egy or does not limit the use of any tax strategy by any taxpayer or tax advisor.” 

Tax strategies became patentable, as business methods, under a 1998 court de- 
cision (State St. Bank & Trust v. Signature Fin. Group, 149 F3d 1368 (Fed. Cir. 1998)). 
Since then, the U.S. Patent and Trademark Office has granted more than 160 patents 
on tax strategies, covering a wide range of activities including real estate transac- 
tions, charitable giving, retirement planning and the granting of stock options. An- 
other 167 applications were pending when the act was signed into law. Existing 
tax strategy patents are not affected by the act, but tax strategies in pending patent 
applications will be deemed prior art under the new law. 

AICPA President and CEO Barry Melancon welcomed the new law, saying in a 
prepared statement, “Tax strategy patents are the equivalent of private tollbooths 
that block tax compliance options and could cost Americans more money. We are 
grateful that Congress and the president recognized this and acted to correct the 
inequity.” 

The AICPA and state CPA societies have been advocating for legislation to ad- 
dress tax strategy patents for the past five years, raising concerns in a series of 
letters to Congress and the IRS during that time. 





tory Requirements in Connection With 
Audited Financial Statements (Redraft- 
ed) (tinyurl.com/3lbtqyo) supersedes 
paragraphs .19-.21 of AU section 
623, Special Reports (tinyurl.com/ 
3vddpp5), in AICPA Professional 
Standards (tinyurl.com/3nnebzn) and 
is effective for reports on compliance 
issued in connection with audits of 
financial statements for periods end- 
ing on or after Dec. 15, 2012. 


@ Letters for Underwriters and Certain 
Other Requesting Parties (Redrafted) 
(tinyurl.com/4xgQ9yxl) supersedes 
AU section 634, Letters for Under- 
writers and Certain Other Requesting 
Parties (tinyurl.com/42wakr4), in 
AICPA Professional Standards and is 
effective for comfort letters issued on 
or after Dec. 15, 2012. 

@ Interim Financial Information (Redraft- 
ed) (tinyurl.com/3thrb5n) supersedes 
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er 


AU section 722, Interim Financial In- 
formation (tinyurl.com/3t5dxmb), in 
AICPA Professional Standards and is 
effective for reviews of interim finan- 
cial information for interim periods 
of fiscal years beginning on or after 
Deca 2012: 


BANKING 
@ The improved health of the nation’s 
banks boosted the Deposit Insurance Fund 
(DIF) into a positive balance ($3.9 billion) 
for the first time in two years, according 
to the FDIC’s Quarterly Banking Profile for 
the quarter ending June 30. The report 
also said profits at insured institutions rose 
to $28.8 billion in the quarter, a 38% im- 
provement over the prior-year quarter and 
the eighth consecutive year-over-year in- 
crease in quarterly earnings. 

The report is available at tinyurl.com/ 
4yjtu97. 

Profits were helped by large drops in 
loan-loss provisions and noncurrent 
loans. Actual loan balances posted their 
first quarterly increase since the second 
quarter of 2008, and the number of banks 
on the regulator's “Problem List” dropped 
for the first time in almost five years. 

However, net operating revenue (net 
interest income plus total noninterest in- 
come) was lower than a year ago for the 
second consecutive quarter, as net inter- 
est income declined by $1.9 billion (1.7%) 
and noninterest income fell by $1.1 billion 
(1.9%). The FDIC said the decline in net 
interest income was caused by lower asset 
yields at a number of the largest banks, re- 
flecting growth in low-yielding balances at 
Federal Reserve banks. 

Loan-loss provisions were $19 billion, 
a decline of $21.4 billion (53%) from the 
second quarter of 2010. This is the seventh 
consecutive quarter that provisions have 
declined from year-earlier levels. The 
$21.4 billion decline was the smallest year- 
over-year decline in the past five quarters. 

At the end of June, insured institutions 
reported $319.8 billion in noncurrent 
loans (loans 90 days or more past due or 
in nonaccrual status), which was $22.2 bil- 
lion (6.5%) less than they reported at the 
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end of the first quarter. This is the fifth 
consecutive quarter in which noncurrent 
loan balances have fallen; they are now 
$90.2 billion (22%) below the peak 
reached at the end of the first quarter of 
2010. 

Total loans and leases at insured insti- 
tutions rose by $64.4 billion (0.9%) dur- 
ing the quarter. Apart from the $221 
billion increase in reported balances in the 
first quarter of 2010 that was caused by 
new accounting rules, this is the first ac- 
tual growth in loan balances since the sec- 
ond quarter of 2008. 

The FDIC reported the smallest num- 
ber of failures in a quarter (22) since the 
first quarter of 2009. At the end of the sec- 
ond quarter, there were 865 “problem” in- 
stitutions, down from 888 at the end of the 
first quarter—the first quarterly improve- 
ment since the third quarter of 2006. (In- 
stitutions on the problem list are those at 
greatest risk of failure.) Total assets of prob- 
lem institutions declined from $397 billion 
to $372 billion. These improvements 
helped the DIF balance increase by $4.9 
billion during the second quarter to $3.9 
billion (unaudited), the sixth consecutive 
quarterly increase. The DIF had a negative 
$1.0 billion balance at the end of the prior 
quarter. This is the first positive quarter- 
end balance since June 30, 2009. 


EDUCATION 

M@ The AICPA and the National Associa- 
tion of State Boards of Accountancy 
(NASBA) issued proposed revisions to the 
Statement on Standards for Continuing 
Professional Education (CPE) Programs, 
the framework for the development, pres- 
entation, measurement and reporting of 
CPE programs. The revisions would be the 
first since 2002. 

The AICPA and NASBA said the newly 
updated standards would provide flexibil- 
ity for innovation in learning techniques 
and allow for future considerations around 
outcome-based learning. The proposal in- 
cludes significant revisions to Internet- 
based learning and self-study programs; 
issuance requirements for half credits under 
self-study programs; promotional/course 





announcement information for in-house 
training programs; and alternate methods 
for calculating CPE credits for self-study 
programs. 

The exposure draft is available at 
tinyurl.com/3p3tjjr. More information 
about the standards is available on the 
Learning Market website at tinyurl.com/ 
3h69gzo. The comment period closed 
Oct 15. 

“The AICPA is pleased to be a partner 
to NASBA in offering these new revised 
standards for comment. Innovation and 
lifelong learning are two hallmarks of the 
CPA profession, and those are reflected 
here,” said Craig Mills, AICPA vice presi- 
dent—Examinations. “I was fortunate to 
participate as a member of the task force 
that recommended the new standards. | 
believe I speak for all members when I say 
that these standards are a significant im- 
provement. They provide protection to the 
public, clear guidance to CPE sponsors, 
and anticipate and allow for changes in 
CPE as technology and learning theory 
evolve. We are looking forward to getting 
the profession’s feedback.” 

“This latest revision incorporates our 
outstanding CPE providers’ input and 
counsel—as well as that of our state board 
and profession representatives,” said 
NASBA President and CEO David A. 
Costello. “The public is the ultimate ben- 
eficiary of services performed by CPAs 
who enhance their professional compe- 
tence by taking CPE from providers gov- 
erned by high educational standards.” 

A 13-member task force composed of 
CPE program sponsors, NASBA’s CPE 
Advisory Committee members, repre- 
sentatives of the AICPA, state board of 
accountancy members, state society 
members and educators reviewed, ana- 
lyzed and implemented suggestions and 
changes to the standards. The Joint 
AICPA/NASBA CPE Standards Commit- 
tee reviewed the task force’s work and fi- 
nalized its recommendations. 


FINANCIAL REPORTING _ 
@ The AICPA recommended to the SEC 
that U.S. public companies be allowed the 
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option of adopting use of IFRS as the com- 
mission weighs a possible future frame- 
work for incorporating IFRS into the U.S. 
financial reporting system. 

The SEC requested the comments 
when it issued its staff paper, Work Plan for 
the Consideration of Incorporating Interna- 
tional Financial Reporting Standards into the 
Financial Reporting System for U.S. Issuers, 
on May 26. The staff paper is available at 
tinyurl.com/3wkej8m. 

“Whether or not the SEC decides to in- 
corporate IFRS into the U.S. financial re- 
porting system through an endorsement/ 
convergence approach, we believe U.S. is- 
suers should be given the option to adopt 
IFRS as issued by the IASB,” Paul V. Stahlin, 
then-AICPA chairman, and Barry C. 
Melancon, AICPA president and CEO, said 
in a four-page letter to the SEC. 

“An adoption option would provide a 
level of consistency in the treatment of U.S. 
companies and foreign private issuers that 
report under IFRS that does not exist 
today, and would facilitate the comparison 
of U.S. companies that elect IFRS with 
their non-U.S. competitors that use 
IFRS. Furthermore, giving U.S. companies 
an option to adopt IFRS as issued by the 
IASB would be another important step to- 
wards achieving the goal of incorporating 
IFRS into the U.S. financial reporting sys- 
tem. Anecdotal evidence suggests that the 
number of companies that would choose 
such an option would not be such that sys- 
tem-wide readiness would become an 
issue,” Stahlin and Melancon said. 

The SEC’s request for comments on in- 
corporating IFRS into the U.S. financial re- 
porting system sets the stage for a possible 
decision by the commission later this year 
that may set parameters for convergence 
of IFRS with U.S. GAAP and a phased 
timeline for U.S. adoption of IFRS. 

The comment letter, which is available 
at tinyurl.com/3ucllry, notes several issues 
to address in conjunction with the adop- 
tion of IFRS: 

@ Endorsement. The Institute supports 
an endorsement approach that 
would retain FASB as the “U.S. stan- 
dard setter to facilitate the incorpo- 
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CPA Optimism Tumbles 


Economic optimism among CPAs in business and industry dropped to a two-and-a- 
half-year low in the third quarter, with only 9% of respondents saying they were op- 
timistic about the overall U.S. economy. Respondents were most concerned about the 
political and governmental environment, rising government debt and spending, un- 
employment, uncertainty and lack of improvement in the real estate market. At the 
end of 2008 and start of 2009, optimism for the U.S. economy bottomed out at 5%. 


Percentage of CPAs Optimistic About U.S. Economy 
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ration of IFRS into U.S. GAAP” If the 
SEC adopts an endorsement ap- 
proach that allows the SEC and FASB 
to modify or supplement IFRS, the 
letter recommends “that the thresh- 
old for modifications to IFRS be set 
high so that, as stated in the Staff 
Paper, modifications would be a rare 
occurrence.” 


@ Prospective application. The Insti- 


tute supports prospective application 
of the endorsed standards “wherev- 
er possible,” but the comments note 
that this is “incompatible” with IFRS 
1, First-time Adoption of Internation- 
al Financial Reporting Standards, 
which requires retrospective appli- 
cations with certain specific excep- 
tions and exemptions. This would 
require “the SEC and its staff to work 
with the IASB to accommodate the 
needs of U.S. issuers in making the 
transition to IFRS.” 
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Source: AICPA Business and Industry Economic Outlook Survey Q3 2011, tinyurl.com/3px6u9l. 


®@ Transition. The Institute raised 


concerns about the transition plan 
outlined by the SEC, noting that a 
long, drawn-out process of en- 
dorsing standards would be costly 
and disruptive, and would create 
confusion for many constituents. 
For many companies, particularly 
smaller issuers, constant changes to 
accounting requirements over a pe- 
riod of several years would create 
considerable hardship. 


Regulatory environment. Any tran- 


sition to IFRS would be a “compre- 
hensive undertaking” that would 
require “changes in the auditing and 
regulatory environment.” The Insti- 
tute encourages the PCAOB to seek 
“greater harmonization of its audit- 
ing standards with International 
Standards on Auditing issued by the 
International Auditing and Assur- 
ance Standards Board.” 
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®@ Role of FASB. The Institute said 
FASB “should be focused on work- 
ing with the IASB in the develop- 
ment of high-quality financial 
reporting standards and on devel- 
oping authoritative implementation 
guidance and interpretations with 
the IASB.” But the letter expresses 
concern that educational guidance 
should not be the board’s “central 
mission” since it may be viewed as 
authoritative when it is not in- 
tended to be seen as such. “Imple- 
mentation or interpretive guidance 
should be developed as part of the 
standard setting activities with the 
TASB) 

@ Private companies. The letter also 
restated the Institute’s support of 
the recommendations of the Blue- 
Ribbon Panel on Standard Setting 
for Private Companies, which is- 
sued a report in January (available 
at tinyurl.com/3ez7as5) that called 
for establishing a separate board for 
developing exceptions and modifi- 
cations to current U.S. GAAP for 
private companies. “If a separate 
board was established, FASB could 
focus on the endorsement of IFRS 
into the U.S. financial reporting 
system for public companies in a 
more effective and efficient way.” 

@ FASB issued Accounting Standards 
Update (ASU) no. 2011-08, Intangibles— 
Goodwill and Other (Topic 350): Testing 
Goodwill for Impairment, that the board 
said simplifies how public and nonpub- 
lic entities test goodwill for impairment. 
The amendments permit an entity to 
first assess qualitative factors to deter- 
mine whether it is necessary to perform 
the two-step quantitative goodwill im- 
pairment test described in FASB Ac- 
counting Standards Codification Topic 
350. An entity no longer will be required 
to calculate the fair value of a reporting 
unit unless the entity determines, based 
on a qualitative assessment, that it is 
more likely than not that its fair value is 
less than its carrying amount. The more- 
likely-than-not threshold is defined as 
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having a likelihood of more than 50%. 

The guidance also includes examples 
of the types of factors to consider in con- 
ducting the qualitative assessment. 

Under current practice, entities are re- 
quired to test goodwill for impairment, 
at least annually, by first comparing the 
fair value of a reporting unit with its car- 
rying amount, including goodwill. If the 
fair value of a reporting unit is less than 
its carrying amount, then the second step 
of the test is to be performed to measure 
the amount of impairment loss, if any. 

FASB said the amendments address 
private companies’ concerns about the 
cost and complexity of the goodwill im- 
pairment test. 

The guidance also includes examples 
of the types of events and circumstances 
to consider in conducting the qualitative 
assessment. More information is available 
in the Aug. 12 edition of FASB in Focus, 
available at tinyurl.com/3hua7db. 

The amendments will be effective for 

annual and interim goodwill impairment 
tests performed for fiscal years beginning 
after Dec. 15, 2011. Early adoption is 
permitted. The ASU is available at tinyurl. 
com/69rqeer. 
M@ The International Accounting Stan- 
dards Board (IASB) published proposals 
to define investment entities as a sepa- 
rate type of entity that would be exempt 
from the accounting requirements in 
IFRS 10, Consolidated Financial State- 
ments. 

Investment entities are commonly un- 
derstood to be entities that pool invest- 
ments from a wide range of investors for 
investment purposes only. Currently, 
IFRS 10 would require consolidation if 
an investment entity controls an entity in 
which it is investing. 

However, when developing IFRS 10, 
investors commented that this would not 
provide them with the information they 
need to assess the value of their invest- 
ments, the IASB said in a press release. 
To address this issue, the exposure draft 
proposes criteria that would have to be 
met by an entity to qualify as an invest- 
ment entity. These entities would be ex- 





empt from the consolidation require- 
ments and instead would be required to 
account for all their investments at fair 
value through profit or loss. The ED also 
includes disclosure requirements about 
the nature and type of these investments. 

This project is being undertaken 
jointly by the IASB and FASB. Both 
boards’ proposals are broadly aligned. 
However, FASB is considering proposing * 
that the exemption would extend to 
cases in which the investment entity is 
owned by a larger group that is not itself 
an investment entity. The IASB said that 
FASB will publish its own ED later. 

The ED is open for comment until 
Jan. 5, 2012. The IASB said FASB will 
align its comment period with the IASB’s 
to ensure joint redeliberations. A podcast 
on these proposals and a high-level sum- 
mary are available on the IASB’s project 
page (tinyurl.com/3nks9qgq). If adopted, 
the proposals would be integrated into 
IFRS 10. 

@ The IASB is seeking public input on 
the strategic direction of its future work 
program. 

A consulting document (tinyurl.com/ 
42d2aso) asks open questions to gath- 
er views on the IASB’s future work pro- 
gram from all those involved in or 
affected by financial reporting. In par- 
ticular, the IASB seeks feedback on how 
it should balance the development of fi- 
nancial reporting with the maintenance 
of IFRS and—with consideration of time 
and resource constraints—those areas of 
financial reporting that should be given 
the highest priority for further improve- 
ment. 

“Up until now, the agenda of the IASB 
has largely been determined by the need 
to support a first wave of jurisdictions 
adopting IFRSs and the completion of our | 
program to improve IFRSs and align them 
with U.S. GAAP” said IASB Chairman 
Hans Hoogervorst in a news release. 
“With this work largely completed, our 
attention can now turn to new issues that 
may require our attention. We seek your 
views to get the balance and the direction 
of our future work plan right.” 
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The IASB will accept comments on its 
future work program until Nov. 30. 


GOVERNMENT 

@ GASB issued an exposure draft that it 
said applies its conceptual definitions of 
deferred outflows of resources and de- 
ferred inflows of resources elements to a 
broader range of items to enhance con- 
sistency in state and local government fi- 
nancial statements. The ED says it would 
alleviate uncertainty regarding the clas- 
sification of certain items that may ap- 
pear to meet the definition of a deferred 
outflow of resources or a deferred inflow 
of resources. 

The proposed statement, Reporting 
Items Previously Recognized as Assets and 
Liabilities, would reclassify or recognize 
certain items currently being reported as 
assets and liabilities as one of four fi- 
nancial statement elements—deferred 
outflows of resources, outflows of re- 
sources, deferred inflows of resources or 
inflows of resources. 

Currently, many items that appear to 
meet the definition of deferred outflows of 
resources and deferred inflows of resources 
according to Concepts Statement no. 4, El- 
ements of Financial Statements, are not 
specifically identified as such throughout 
GASB’s authoritative literature, GASB said 
in a press release. GASB said that, because 
the Concepts Statement specifies that 
recognition of deferred outflows and de- 
ferred inflows should be limited to those 
instances identified in authoritative GASB 
pronouncements, governments need guid- 
ance to determine which balances should 
be reported as deferred outflows of re- 
sources or deferred inflows of resources 
rather than as assets or liabilities. 

“This proposed statement identifies 
the items that the board has determined 
meet its conceptual definitions of the el- 
ements of a statement of financial posi- 
tion,” GASB Chairman Robert Attmore 
said in the press release. “We encourage 
stakeholders to review and comment on 
whether they agree or disagree with our 
conclusions.” 

The proposal’s requirements would be 


effective for periods beginning after June 
15, 2012, with earlier application en- 
couraged. The ED is available at tinyurl. 
com/3u2k6mx, and comments are due 
Nov. 18. 


XBRL 

@ FASB issued the proposed 2012 U.S. 
GAAP Financial Reporting Taxonomy for 
public review and comment. Comments 
are due Oct. 31. The 2012 U.S. GAAP Fi- 
nancial Reporting Taxonomy is expect- 
ed to be finalized and published in early 
ZOLD 

The taxonomy is a list of computer- 
readable financial reporting labels coded 
in extensible business reporting language 
(XBRL), an open-source computer lan- 
guage that allows companies to tag pre- 
cisely the thousands of pieces of financial 
data included in typical long-form fi- 
nancial statements and related footnote 
disclosures. The tags allow users of fi- 
nancial statements to electronically 
search for, assemble, and process data so 
that the data can be readily accessed and 
analyzed by investors, analysts, journal- 
ists and regulators. 

According to a FASB press release, the 
proposed taxonomy contains updates for 
accounting standards and other recom- 
mended improvements to the official tax- 
onomy, which is used by public issuers 
registered with the SEC. The board said 
the 60-day comment period is intended 
to solicit feedback on the updates from 
users of the taxonomy and to provide 
SEC filers, service providers, software 
vendors and other interested parties with 
the opportunity to become familiar with 
and suggest revisions to the taxonomy, 
including incorporating new elements 
for current filings. 

The taxonomy proposal and instruc- 
tions on how to submit comments are 
available on FASB’s XBRL page at 
tinyurl.com/Shdqgau. More information 
about using the taxonomy for creating 
and submitting XBRL-tagged interactive 
data files in compliance with SEC rules 
is available at the commission’s XBRL 
portal at xbrl.sec.gov. ey 
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The American Institute of 
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opportunities in Professional 
Development, Information 
Technology, Member 
Services, Communications 
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Accounting and Finance. 


Visit aicpa.org/careers to 
search our current job 
openings and learn why the 
AICPA is a great place to 


build a career. 
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CHECKLIST 


Family Business 
Transition Planning 


‘ 
Family relationships and values can make succession of family 
businesses even more challenging than for other enterprises. 
Here are some suggestions for family businesses that can make 
succession planning and execution less trying. 





V Obtain a valuation of the business 
regardless of whether it will be 
transferred between generations or 
sold. Some owners resist this step if a 
sale is contemplated, believing the 
market is a more realistic measure of a 


companys value. However, a valua- 
tion establishes a reference point for 
negotiation with potential buyers and 
validates (or corrects) family mem- 
bers’ perception of value and becomes 
the basis for wealth transfer planning. 


V Maximize the company’s value by 
making sure financial accounting sys- 
tems are in good order, family ex- 
penses are not run through the 
business, there are no unusual ac- 
counting practices, and full audits of 
financial statements are completed 
annually. Other indicators of sale 
readiness include expanding sales 
growth, diversification of the cus- 
tomer base, a stable pool of employ- 
ees and an absence of pending 
regulatory actions. 


V Identify prospects. Outside advisers 
are usually necessary. An investment 
banker can provide market perspec- 
tive and may be able to develop alter- 
native sale options that help meet the 
seller's long-term objectives. Where a 


sale to a competitor seems best, an 
adviser can develop competing pro- 
posals before contacting the competi- 
tion, protecting the sellers market and 
perhaps pushing the competition into 
a higher bid. 


WV Negotiate the structure of the sale. 
The nominal price of a deal is re- 
duced by its current and projected tax 
impact. If an earnout is proposed, a 
lower price without that contingency 
may be more valuable. Any liability 
retained by the seller clouds the even- 
tual value of the deal. 


V Set goals that reflect the family’s core 
values and legacy. These may even be 
established in a mission statement or 
“family constitution” to which all fam- 
ily members can contribute. Deter- 
mining which, if any, family members 
will remain active participants or pas- 
sive investors could lead to the cre- 
ation of exit strategies and personal 
financial plans for others. 


V Prepare the business for change. 
Between initial negotiations and clos- 
ing the deal, much can happen that 
will affect the enterprise value and 
final price. The nonfamily manage- 
ment team must be engaged in the 
planning and be given an incentive to 
stay loyal to the company and family 


throughout the transition. 


V Designate a leader to oversee busi- 
ness management during this phase. 
It does not need to be the existing 
CEO and should not be the person 
primarily tasked with completing the 
transition. 


Y Plan whether the responsibilities of 
the current CEO will continue or 
how they will shift during and after 
the transition. When the business is 
staying in the family, it is important 
that the current CEO stick with the 
plan and support the transition. 


Communicate the plan to all con- 
stituencies (observing necessary 
confidentiality), including family 
members, management and employ- 
ees, customers, key vendors and 
banks. In addition, seek counsel 
from owners of similar businesses 
who have gone through a transition. 


(This article is adapted from a free white 
paper by the authors available at 
tinyurl.com/Suv6oy6.) 


By James A. Fitts, CFB (jfitts@ 
harvestcap.com) director, wealth counseling; 
and Marshall G. Rowe, (mrowe@ 
harvestcap.com) president and CIO, 

both of Harvest Capital, Concord, N.H. 
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hether he’s barreling 
down a mountain on 
his bike, meeting with 
business owners who are clients of 
his accounting firm or listening to 
CPAs network in a conference 
room, Greg Anton sees reason to 
be optimistic about the path ahead 
for the profession. 





His confidence is infectious as he describes 
the landscape he sees. Here’s a glimpse of 
his vision: 

Technology is transforming how CPAs 
work, offering efficiency, freeing up time 
for more strategic services and allowing 
greater freedom to integrate life and work. 

A new global management accounting 
designation is creating additional avenues 
for CPAs in business and in management 
roles within public accounting to engage 
with the profession and for the profession 
to highlight the work of CPAs driving per- 
formance in companies around the world. 

A professionwide discussion taking 
place on private company financial re- 
porting could remake and enhance stan- 
dard setting for nonpublic entities. 

Perhaps the biggest cause for excitement 
in the months to come: The profession will 
reach a milestone in 2012 when the AICPA 
turns 125 years old. 

As the Institute’s 2011-2012 chairman, 
Anton wants to highlight the significance 
of the anniversary and rally the profession 
around the historic event. It’s a role he 
knows something about, having served as 
chairman of the Colorado Society of CPAs 
during that organization’s 100th anniver- 
sary, 

While the lingering U.S. economic dol- 
drums and global financial volatility have 
rightfully caused many to be pessimistic, 
Anton points to encouraging signs for CPAs. 

“Our profession has been involved in 
solving complex problems and helping ig- 
nite business and commerce for 125 years,” 
he said. With the world at a crossroads as 
markets, countries and businesses seek 
solid footing, he sees a crucial role for CPAs. 
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PROFESSIONAL 


“I think CPAs are well positioned to help solve the problems of 
the next generation.” 


To understand Anton’s leadership style and vision, it helps to know 
something about his defining characteristics. He’s passionate about 
the profession that has brought him both abundant success and 
satisfaction. He’s a relationships person nourished by helping clients 
reach their goals, who balances that instinct with an entrepreneurial 
streak that propelled him to start his own business. He believes 
that success comes through tackling challenges, evaluating risk and 
overcoming setbacks. 

He traces the fire in his belly back to several influencers, in- 
cluding his great-grandfather, an Albanian who settled in the 
U.S., got work as a logger, taught himself to read and write Eng- 
lish and ultimately opened a grocery store, the first IGA market 
in Maine. Anton’s father stepped away temporarily from a suc- 
cessful career in pharmaceutical sales to launch a business fo- 
cused on one of his loves—high-end cookware for chefs. 





ISSUES 


Watching his father take that leap and face challenges taught 
Anton about risk taking. Nine years ago, he joined forces with 
Jim Collins and Gary Mitchell to launch Anton Collins Mitchell 
LLP a Denver accounting firm that now has nine partners and 
more than 80 employees. “We evaluated the risk. We evaluat- 
ed the reward. We took on the challenge, and thankfully we've 
had a significant amount of success,” he said. 

Anton’s volunteer work, much of which is focused on early child- 
hood education initiatives, is fueled by his mother’s efforts as a school 
social worker, his wife’s work as a kindergarten teacher's aide and ~ 
his own struggles as a young student to overcome dyslexia. He’s 
grateful for the help he received early in life, developing a learning 
style to combat dyslexia, and he’s eager to see the business com- 
munity give back by offering its expertise to school systems. 

While he turns 48 this month, the avid mountain biker has no 
qualms about cycling with 20-year-olds. He's a believer in the power 
of exercise and the importance of allowing employees and him- 
self, when needed, to blend work and personal obligations or in- 
terests. His firm buys annual ski passes for all employees who ski 
and supports other outlets for those who don’t. 

“I have really tried to demonstrate work/life integration, which 
is different from work/life balance,” he said. Integration, driven by 
smartphones, laptops and tablets, is erasing the traditional lines 
between the office and the rest of the world and bending the def- 
inition of a workday. The same device used one minute to nego- 
tiate a business deal the next minute turns to who’s picking up the 
kids or what’s for dinner. And skiing down a slope with a busi- 
ness colleague can be a great way to get work accomplished. “How 
you find ways to integrate what people enjoy with the work ex- 
perience is what work/life integration is all about to me. It’s how 
I’ve lived my life, and I have found success in living my life that 
way,” Anton said. 
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Anton will measure his term as chairman in part by the success of 
the AICPA’s 125th anniversary celebration. In speeches and when 
meeting CPAs, he often talks about showing deference for the past 
and honoring leaders who created a strong foundation for or ad- 
vanced the profession. He also talks about the importance of the 
next generation of CPAs leaving the profession better off. 

“Moving the needle is something that has always been signifi- 
cant to me,” he said, referencing the book 212: The Extra Degree. 
“That book talks about at 211 degrees you have hot water, but with 
one extra degree you have boiling water, and boiling water can 
power a locomotive. So I will view success as having one more 
member engage in a bigger and better way with the profession than 
they did before.” 

He’s also focused on turning the anniversary into an opportuni- 
ty to enhance public awareness of the profession and the roles CPAs 
play in areas ranging from capital markets to financial literacy. 
“I'm optimistic we can be part of the solution at companies, in gov- 
ernment, in education, in every element of the profession.” 
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Anton sees the joint venture between the AICPA and the Lon- 
don-based, Chartered Institute of Management Accountants 
(CIMA) as a key initiative in the effort to advance the profession. 
The joint venture will introduce in January a credential called the 
Chartered Global Management Accountant (CGMA). The CGMA 
designation will complement the CPA, advance the profession of 
management accounting and provide an opportunity for AICPA 
members to demonstrate expertise in areas such as managing 
change, risk and uncertainty; promoting operational efficiency and 
effectiveness; protecting corporate assets; and helping organiza- 
tions make better informed decisions. 

“Imagine the possibilities,” Anton said. “When we look back 
at the history of the profession, I think that those who created 
the CPA credential were geniuses.” They created market aware- 
ness and a strong and lasting brand while, among other things, 
setting the gold standard for accountants. Anton envisions the 
new designation becoming 
a must-have for many CPAs 
because the CGMA will be 
a way to signal to employ- 
ers and the marketplace that 
the designation holder has 
committed to driving sus- 
tainable business performance. 

The joint venture will also enhance awareness of the U.S. CPA 
globally through CIMA’s marketing efforts in the 168 countries in 
which it has members and students. 

Within the next 15 years, Anton said, there will likely be a glob- 
al auditing standard and a global set of financial reporting stan- 
dards. “So looking into the future, we have to make sure that the 
U.S. CPA is relevant on a global scale, not just within our borders, 
but beyond our borders and across the world.” 


PROGRESS FOR PRIVATE COMPANIES 
During his term, Anton hopes to be able to applaud significant 
changes in private company financial reporting. Most of his clients 
are private companies. “I have many clients that report with GAAP 
departures. They've made a decision that an element of GAAP is 
either too expensive, too time-consuming and/or not relevant, and 
the banks don’t care about it,” he said. 

“They'll also produce financial information on a tax basis of ac- 
counting, which is taking a massive GAAP departure,” he said. 

“The Blue-Ribbon Panel on Standard Setting for Private Com- 
panies deliberately went through all of the rationalizations of what 
makes sense, what doesn’t make sense, and ultimately came to a 
solution of differential standards for private companies set by a sep- 
arate board that has specific private company constituent expe- 
rience, so that they can evaluate accounting standards for what 
makes sense for a private company and how are they relevant for 
a private company,” Anton said. 

On Oct. 4, the Financial Accounting Foundation (FAF) is- 
sued for comment a plan calling for the creation of a new council 


“We have to make sure that the 
US.CPA is relevant on a global scale.” 
—Greg Anton, AICPA chairman 


PROFESSIONAL ISSUES 


on standards for private companies, but the council’s proposed 
changes would be subject to ratification by FASB (see “FAF Re- 
jects Independent Standard Setter for Private Companies,” page 
92, for complete coverage). The Blue-Ribbon Panel called for 
a board whose decisions would not be subject to FASB approval. 
Comments on the FAF proposal are due Jan. 14. 

“We as a profession need to step in and exercise leadership 
in taking advantage of the work of the Blue-Ribbon Panel, ed- 
ucating our clients, educating our partners, educating educa- 
tors so that they can spread the word and create inputs to the 
FAF through letter writing,” Anton said. For information, go to 
aicpa.org/privateGAAP. 


THE LONG VIEW 

In the coming months the Institute will be drawing attention to 
how members can use the results of the CPA Horizons 2025 proj- 
ect, led by 2010-2011 AICPA 
Chairman Paul Stahlin with par- 
ticipation by many of the pro- 
fession’s leaders. The project 
called on CPAs from all areas of 
the profession to take part in 
defining the future for them- 
selves and for those they serve. It involved survey responses from 
more than 5,600 CPAs of all ages from across the country and every 
area of practice. 

In the CPA Vision Project in the late 1990s, the Institute iden- 
tified core values and core competencies needed to ensure a suc- 
cessful future for the profession. “These values and competencies 
have stood the test of time, because 15 years later they are sub- 
stantially the same,” Anton said. 

But much about the world and how CPAs do business has 
changed, he said. “When we were doing the evaluation of the late 
1990s, we had massive file rooms to hold all of our tax files and 
audit workpaper files. If you go into a firm or a business today, we 
don’t have file rooms. The file room is on a computer that is the 
size of a small toaster. It’s amazing—that transition from hard copy 
to electronic data,” said Anton, whose firm uses cloud-computing 
tools to store data. 

Technology continues to allow CPAs to become more relevant 
and strategic, he said. “We don’t have to know everything. We have 
to be able to take the body of knowledge, decipher it, translate it 
and implement it for either our clients or the businesses that we 
work for,” he said. 

Anton likes to compare the CPA Horizons project and its find- 
ings to mountain biking, one of his passions. “If you're looking at 
the ground three to five feet out in a strategic plan environment, 


you're never going to get to the top of the mountain.” % 


Kim Nilsen is the JofA’s executive editor. To comment on this article or 
to suggest an idea for another article, contact her at knilsen@aicpa.org 
or 919-402-4048. 
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Experts discuss pros, 
cons of different 
approaches to fair value 
measurement of 
earnouts. 


Introduction by Mark L. Zyla 


. : 





hen the FASB statement on business combinations was re- 

vised (modifying Statement no. 141 into Statement no. 

141(R), now codified as FASB Accounting Standards Cod- 
ification (ASC) Topic 805, Business Combinations), one change required 
that all items of consideration transferred by the acquirer be meas- 
ured and recognized at fair value at the acquisition date, including 
consideration that is transferred only if some future specified event 
occurs. Sometimes this is referred to as an “earnout.” This type of con- 
tingent consideration often results when an acquirer and acquiree can- 
not completely agree on an acquisition price. 


Because there is inherent uncertainty in 
any item of a contingent nature, the fair 
value measurement can often be complex, 
resulting in diversity in practice. The JofA 
gathered an expert panel to address the fair 
value measurement of contingent consid- 
eration (see sidebar, “Valuation Discussion 
Panelists”). This article contains excerpts 
from that conversation. 


Mark L. Zyla: What is the controversy 
about contingent consideration? The val- 
uation community asked FASB to weigh in 
at a November 2010 Valuation Resource 
Group meeting. Can you tell us more 
about what the issue was, and whether the 
FASB eventually provided any guidance? 
Daniel Peckham: There has been a lot of 
diversity in practice and debate in this 
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area, with the lead accounting firms work- 
ing together informally for months trying 
to develop best practices. The discussions 
among the firms came to a point where 
two leading views emerged. Those views 
are based on different interpretations of 


Valuation Resource 
Group 


The Valuation Resource Group 
(VRG) is a support group for 
FASB that provides the staff with 
information about implementation 
issues regarding fair value meas- 
urements. The VRG comprises in- 
dustry representatives, including 
financial statement preparers, 
auditors, users and valuation 
experts. 
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the accounting guidance. 

View A, the liability view, is the view 
that the transaction premise is based on a 
transfer of a contingent consideration lia- 
bility to a counterparty such as a bank or 
an insurance company, rather than based 
on the amount that the selling sharehold- 
ers would be willing to receive in exchange 
for the earnout. So the conceptual basis for 
the measurement is to estimate the con- 
sideration required to entice a counter- 
party to step into an obligation to hold the 
liability to maturity and pay the earnout. 

From an accounting perspective, those 
that were proponents of View A cited the 
language in paragraph 15 of ASC [Topic] 
820 [Fair Value Measurements and Disclo- 
sure] that indicates a fair value meas- 
urement assumes that the liability is 
transferred to a market participant at the 
measurement date, and that the liability to 
the counterparty continues without settle- 


ment so it is not sold, but transferred. 

View B, the asset view, is essentially 
based on the measurement of the corre- 
sponding asset. Proponents of View B 
noted that the guidance in (FASB Ac- 
counting Standards Update no.) 2009-05 
[Fair Value Measurements and Disclosures 
(Topic 820)—Measuring Liabilities at Fair 
Value] indicates a liability can be measured 
based on the trading price of corresponding 
assets, and carried forward this guidance 
to conclude that Level 3 measurements of 
liabilities could also be based on the value 
of the asset. 

View B notes that, in the absence of a 
real market, a hypothetical market is as- 
sumed, and furthermore that the market 
is efficient. Therefore, any arbitrage op- 
portunity would be captured, forcing the 
fair value of the contingent consideration 
as a liability to approximate the fair value 
as an asset. 
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BUSINESS VALUATION 


Valuation Discussion Panelists 


Travis Chamberlain, CPA/ABV/CFE ASA, is a valuation specialist with 
Clifton Gunderson LLP and is a member of the AICPA Forensic and Valuation 
Services Executive Committee. He is also a member of the AICPA Equity 
Securities Task Force that is rewriting the guide Valuation of Privately-Held- 
Company Equity Securities Issued as Compensation. He specializes in the valua- 
tion of businesses, intangible assets, contingent consideration and complex 
securities. 


David Dufendach, CPA/ABY, ASA, is a partner with Grant Thornton LLP He 
is the U.S. director of quality control with respect to valuations for financial 
reporting purposes. He specializes in the valuation of businesses and business 
segments, intangible assets, intellectual property, financial instruments, deriv- 
atives, and related matters for purposes of financial statement reporting, cor- 
porate planning and other purposes. He is a member of the AICPA Task Force 
that is rewriting the practice aid Assets Acquired in a Business Combination to Be 
Used in Research and Development Activities. 


Daniel Peckham, ASA, CFA, is a Deloitte Financial Advisory Services LLP 
principal specializing in the valuation of businesses, intangible assets and - 
stock options. He has performed valuation engagements for mergers and ac- 
quisitions, purchase price allocation, financing, tax planning and litigation 
support. In addition to valuation, he has performed a variety of financial con- 
sulting projects that include buy-side and sell-side transaction advice, lease- 
vs.-buy analyses, and analyses of business plans for startup companies. He is 
a frequent presenter on fair-value-related financial reporting requirements. 


Amanda A. Miller, Ph.D., is an executive director in the Complex Securities 
Valuation Practice at Ernst & Young LLP. Her specific areas of focus include 
valuation of privately held company securities, private equity and venture 
capital investments, illiquid credit instruments, and contingent considera- 
tions. She is a member of the AICPA Equity Securities Task Force that is 
rewriting the guide Valuation of Privately-Held-Company Equity Securities Issued 
as Compensation and has given presentations on fair value for private-compa- 
ny securities, financial instruments and contingent considerations at recent 
AICPA and American Society of Appraisers (ASA) conferences. 


Mark L. Zyla, CPA/ABV, CFA, ASA, is managing director of Acuitas Inc., a 
valuation and litigation consulting firm based in Atlanta. He specializes in the 
valuation of businesses, intangible assets and various equity instruments. He 
is the chairman of the AICPA’s Fair Value Measurement Conference Commit- 
tee and also serves on the AICPA’s Impairment Task Force, which is working 
on the guide Testing Goodwill for Impairment. He is also the author of Fair 
Value Measurements: Practical Guidance and Implementation, published by John 
Wiley & Sons. 
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The VRG members generally support- 
ed an approach similar to View B and rec- 
ommended that the FASB amend ASC 
[Topic] 820 to clarify that it is acceptable 
at all levels of the hierarchy, including 
Level 3 inputs, to use an asset valuation 
method when measuring fair value of a 
contingent consideration liability. In a 
subsequent fair value measurement meet- 
ing with IASB and the FASB, the recom- 
mendation that a liability can be measured 
based on the exit price of the asset holder 
was adopted, putting to rest most of the 
differences in views on the conceptual 
basis for the measurement. 


Zyla: What are some of the outstanding 
issues that are involved in the valuation 
of contingent consideration? Why are 
they so hard to value? 

David Dufendach: To illustrate, let’s first 
talk about something that’s not as hard to 
value. 

In a typical business combination, 
there’s a known purchase price, there’s a 
forecast; and an IRR (internal rate of return) 
can be calculated from these facts. The fore- 
cast is typically a risky forecast. The actu- 
al cash flows may turn out to be higher or 
lower. If in fact the cash flows do turn out 
to be 10% higher, for example, we might 
expect the value of the equity, the value of 
the enterprise, to be higher by some simi- 
lar amount. The relationship between cash 
flows and value is linear. 

An earnout, however, is often charac- 
terized by its nonlinearity. It is also a func- 
tion of business performance, but in a 
nonlinear way. If we assume, for example, 
that an earnout is structured so that there’s 
an extra $5 million payment only if rev- 
enues exceed a certain threshold, or for 
some other reason, then, this contingent 
payment is nonlinear. If the revenues equal 
or exceed the target, the payment will be 
$5 million. If the revenues fall short by 1%, 
10% or any other amount, the payment 
will be zero. It’s clearly not a linear rela- 
tionship. 

If you have that kind of nonlinear pay- 
off, you can’t value that earnout with a sin- 
gle scenario. You have to think about 
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multiple scenarios that address the full 
range of possible outcomes. 


Zyla: Risk is an important component in 
valuing contingent consideration. What 
kinds of risks need to be considered? 
Amanda A. Miller: There are three kinds 
of risks that need to be considered when 
determining the discount rate for an 
earnout. The first one is the risk associat- 
ed with the underlying metric. In many 
cases, the earnout will be based on rev- 
enues or EBITDA or another metric that 
is related to the value of the business. In 
those cases, that underlying metric is typ- 
ically viewed as being subject to the firm 
level of risk, so the IRR or the weighted av- 
erage cost of capital (WACC). 

The second kind of risk is associated 
with the shape of the payoff. For exam- 
ple, the earnout might have a high like- 
lihood of getting an extra $5 million fixed 
_ payment. That’s clearly going to be a lot 
less risky than the WACC. On the other 
hand, some other earnouts might have 
very low probability, very high risk, or 
have an option-like payout that pays a 
percentage of revenues or earnings above 
some high threshold. Those kinds of pay- 
outs are going to be much riskier than the 
WACC. 

The last risk is the counterparty risk, 
because usually these payments aren't in 
escrow waiting to be doled out. General- 
ly, the acquirer is responsible for making 
the payments so the risk is associated with 
the acquirer’s cost of debt. 


Zyla: Suppose an acquirer agrees to pay 
$5 million next year if the target’s revenue 
in that year exceeds a certain threshold. 
How would you value that? 
Travis Chamberlain: The earnout pay- 
ment is fixed and contingent on revenue 
exceeding a fixed threshold. There are two 
potential outcomes: either an earnout of 
$5 million or no earnout payment at all. 
The payment is contingent on whether the 
revenue threshold is met. 

As David mentioned, due to the non- 
linear payoff structure, and random na- 
ture of the underlying earnout metric, it 
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is necessary to consider multiple scenar- 
ios and the expected future distribution 
of possible outcomes for revenue. As 
such, an option-pricing model or a sce- 
nario-based model is needed to value this 
type of earnout. 

Since it can be difficult to estimate dis- 
count rates for nonlinear payoffs, some 
practitioners advocate the use of an op- 
tion-pricing model instead of a scenario- 
based model or to estimate the discount 
rates for scenario-based models. Under an 
option-pricing model, the risk of the un- 
derlying metric in our example revenue is 
incorporated through a volatility estimate. 
Then option-pricing theory is used to 
estimate the value of the earnout as an 
option, whereby the future payoffs are es- 
timated in a risk-neutral probability frame- 
work and discounted back at the risk-free 
rate to the valuation date. 

In financial terms, the earnout formu- 
lain our example is analogous to a binary 
or digital option. As such, a modified ver- 
sion of the Black-Scholes option-pricing 
model could be used to value the earnout. 
While there are some embedded as- 
sumptions in the option-pricing frame- 
work that inspire debate and some 
practical challenges in estimating volatil- 
ity for metrics like revenue, option-pric- 
ing models remain a viable and appealing 
methodology for valuing contingent con- 
sideration. 


Zyla: One of the inputs to the option-pric- 
ing model is volatility. How do you meas- 
ure the volatility as it relates to the 
underlying asset? What would you use as 
proxy for volatility for contingent con- 
sideration? 

Miller: I've seen it done a couple ways. 
One way is that, since typically we're deal- 
ing with a metric that’s related to the value 
of the total enterprise, like revenues or 
EBITDA, you can actually look at asset 
volatilities for comparable companies, 
comparable to the target. 

Another way is to take comparable 
companies and directly observe the 
volatilities of the revenues or the volatili- 
ties of EBITDA. That can be challenging 





because there isn’t as much data. We tend 
to view the asset volatility as the more re- 
liable measure. 


Zyla: We’ve talked about, for a single 
cash payment contingent consideration, 
some of the things that you have to con- 
sider as the probability of getting the 
payment. Then you choose a discount 
rate that captures the risk associated” 
with that payment. 

But really earnouts are more complex 
than that. Some of them typically speci- 
fy that the sellers get a payment based 
on the amount by which some metric ex- 
ceeds a threshold. For example, it might 
be 50% of EBITDA above some level. 
How do people value those types of con- 
tingent consideration structures? 
Chamberlain: Let’s assume that the 
earnout payment is a function of the 
amount by which EBITDA exceeds a cer- 
tain amount. Under this scenario, the 
payoff is a nonlinear function of EBITDA 
with an asymmetrical distribution. So a 
method employing only a success or fail- 
ure scenario will be inadequate—you'll 
need multiple scenarios or an option- 
pricing method. 

Under the previously mentioned sce- 
nario-based model, the expected payment 
would be calculated based upon the tar- 
get’s real-world scenarios, the resulting 
payment under each scenario and the 
probability associated with each scenario. 
Although the payments would be proba- 
bility-weighted, they would not be risk- 
free. The expected probability-weighted 
payment would be discounted to present 
value using the risk-adjusted discount rate. 

Under an option-pricing method, the 
earnout formula would, in this example, 
be analogous to a regular call option in- 
stead of an all-or-nothing digital option. As 
such, the fair value of the earnout could 
be estimated using a Black-Scholes-type 
option-pricing model. 

The methodology can become com- 
plicated if there is some form of path de- 
pendency in the earnout formula. For 
example, if an earnout provision speci- 
fies contingent payments over multiple 
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years with catchup provisions, whereby 
the payments in later years are depend- 
ent on what happened in the interven- 
ing years, then a simulation model will 
likely be necessary. 


Zyla: Does it matter what the underlying 
metric is? Does it matter, for example, 
whether it’s revenue or EBITDA or some- 
thing else? 

Dufendach: Yes, it does matter. Earnouts 
require valuation methods to be tailored 
to the unique factors that affect the un- 
derlying metric used to trigger the pay- 
ment. A critical step in the valuation 
process is matching the expected distri- 
bution of this metric to an appropriate 
model. 

In the case of EBITDA or other earn- 
ings measures, the expected distribution 
of future results will be affected by the 
volatility of top-line revenues, the cor- 
relation of these revenues with variable 
costs and the level of fixed costs, as well 
as other factors. The resulting distribu- 
tion might be approximately normal, or 
bimodal, or some other pattern specific 
to the circumstances. The same entity’s 
expected revenue distribution, on the 
other hand, will be unaffected by most 
of these factors and may exhibit a very 
different pattern. An option- or scenario- 
based model that appropriately captures 
the distribution and associated proba- 
bilities of expected EBITDA for purpos- 
es of valuing contingent consideration 
may therefore be significantly different 
from the model employed for a revenue- 
based target. 


Zyla: How can companies realistically 
deal with these issues? What are you see- 
ing in practice? 

Miller: The two things that companies, or 
their valuation specialists, need to think 
about are: (1) What’s the full range of out- 
comes for the earnout and the probabili- 
ties of those outcomes, and (2) how do you 
discount taking into account the risks as- 
sociated with the resulting earnout pay- 
ment? Option-pricing theory is one way to 
do that. 
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There are a number of specialists who 
are gaining experience at doing this, and 
many accounting and consulting firms 
have specialist groups that deal with these 
issues. It’s always a good idea to get your 
audit firm on board in advance and have 
the right people reviewing these complex 
structures. ~ 


To comment on this article or to suggest an 
idea for another article, contact Kim Nilsen, 
executive editor, at knilsen@aicpa.org or 
919-402-4048. 
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usiness Basics 
in Brazil 


Big opportunities, challenges go hand in hand. 


by Gary James 


razil is a nation rapidly on the rise. In 2010, the country’s economy 
grew 7.5%, making it the seventh-largest in the world, according 
to the World Bank. In 2011, Brazil’s GDP is expected to grow 4.5%, 
slower than last year but still a healthy pace. And growth over the next 
few years also is projected to be robust as the country gears up to host 
two blockbuster events—the 2014 World Cup and the 2016 Olympic 
Games—that require huge investments in urban infrastructure, such as 


airports and public transportation. 


With its large, expanding domestic market 
(the fifth most populous in the world, with 
a substantial middle class), wealth of nat- 
ural resources and stable democracy, Brazil 
is a thriving destination for foreign in- 
vestors. According to the United Nations 
Conference on Trade and Development, 
Brazil ranked fifth among all countries in 
foreign direct investment inflows in 2010, 
rising from 15th the year before. 

In recent years, reported The Economist, 
“Brazil has been transformed from ‘coun- 
try of tomorrow’ to ‘once-in-a-lifetime op- 
portunity.’ ” 

Despite these bright prospects, how- 
ever, Brazil remains a complicated place 
to do business for foreign-based compa- 
nies. Challenges include a/highly complex 


and expensive tax and labor environment, 
burdensome bureaucracy, costly credit, 
lingering corruption and deep social im- 
balances. On the World Bank’s Doing Busi- 
ness Index (tinyurl.com/3kpfdyc), Brazil 
ranks 127th among 183 countries in the 
ease of doing business, which it defines as 
having a regulatory environment that is 
conducive to the startup and operation of 
a local company. 

To gain insight into emerging opportu- 
nities, the JofA asked two top accountants 
with direct experience in Brazil to provide 
their perspectives about the country’s busi- 
ness and accounting environment. Sharing 
their views were Eduardo Pestarino, re- 
gional executive for The Americas at Crowe 
Horwath International; and José Bendo- 


raytes, managing partner of Horwath Ben- 
doraytes Aizenman & Cia., a member firm 
of Crowe Horwath International in Brazil. 
Their answers are presented jointly. 


LEGAL/REGULATORY 

JofA: What are the available forms of or- 
ganization for a U.S. investor to do busi- 
ness in Brazil? 

Pestarino/Bendoraytes: A foreign compa- 
ny can apply to open branches in Brazil by 
submitting an application to the Brazilian 
government. There are several formalities 
that have to be fulfilled, including the fil- 
ing of documentation with the National 
Department of Registry of Commerce 
(DNRC). The process of registering a new 
business can be lengthy, since it involves 
as many as 15 different procedures. For- 
eign companies must appoint a represen- 
tative (who does not need to be a native 
Brazilian but must be a resident in Brazil) 
to act on their behalf. 

The two main types of business organ- 
izations in Brazil are the limited liability 
company (LIDA) and the corporation, 
known as “Sociedade Anonima” or “SA.” 

The LTDA is the simplest, least expen- 
sive and most popular form of organization ¥ 
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in Brazil. It is similar to U.S. limited liabil- 
ity companies, limited partnerships and 
closely held companies. At least two part- 
ners are required to form an LTDA. 

The Brazilian corporation resembles a 
U.S. corporation. It also must have at least 
two shareholders, who are liable only to 
the extent of the stake they hold in the 
company. 

A Brazilian corporation may be publicly 
held or closely held. A publicly held com- 
pany must be registered at the Comissao 


de Valores Mobiliarios (CVM, Brazil’s ver- 
sion of the SEC), along with the securities 
it issues, which may be traded on the stock 
exchange or on the over-the-counter mar- 
ket. The securities of a closely held com- 
pany are not available to the general public. 

At this point in time, Brazil only has 
around 1,000 public companies. Most of 
the country’s 6.2 million businesses are 
small and medium-size enterprises. 


JofA: What do companies need to under- 


stand about protecting intellectual prop- 
erty in Brazil? 
Pestarino/Bendoraytes: Since 1994, Brazil 
has been a signatory of the World Trade Or- 
ganization’s Trade-Related Aspects of Intel- 
lectual Property Rights (TRIPS) agreement. 
TRIPS establishes a minimum protection 
standard to property rights and requires sig- 
natory countries to review and adapt na- 
tional laws that meet that standard. : 
Over the years, Brazil has issued several 








Brazil's two major accounting and auditing organizations 
are working to raise the profile of the profession domesti- 
cally and internationally. 

Accounting is a growing profession in Brazil, said Juarez 
Domingues Carneiro, president of Conselho Federal de 
Contabilidade (CFC, or the Federal Accounting Council), 
which oversees the accounting profession in Brazil. The 
country is home to 493,000 accounting professionals, and 
78,000 accounting organizations are registered with the 
CFC and nearly 1,200 higher-education institutions teach 
accounting in the country. 

The CFC, through its 27 regional councils of account- 
ing, “has worked hard to enhance and dignify” the profes- 
sion’s role in society, he added. 

IBRACON (the Institute of Independent Auditors of 
Brazil), which is celebrating its 40th anniversary this year, 
also is striving to enhance the image of Brazil's auditing pro- 
fession through a major new communications initiative, said 
Ana Maria Elorrieta, president. “We are highlighting the im- 
portance, relevance and excellence of the profession.” 

Another goal of the effort, she said, is to make the pub- 
lic aware of “how much the profession can contribute to 
the sustainable development of the country.” 

U.S. companies thinking of doing business in Brazil should 
keep in mind the deep pool of talented accountants and audi- 
tors the country has, Elorrieta added. “We have a significant 
number of professionals who are well prepared to work with 
them on their projects.” (For more insights into Brazil’s tran- 
sition to IFRS and other hot topics, visit the JofA website at 
tinyurl.com/3gtt4vd for two video interviews with Elorrieta). 

The implementation of IFRS by Brazil will create new 
business opportunities for the country’s huge base of small 
and medium-size enterprises (SMEs) in the years to come, 
according to the CFC’s Carneiro. 
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property rights laws that assure protection 





“Brazil finds itself in a process where the growth oppor- 
tunities (will) open up in the international market,” 
Carneiro said. “The benefits (of IFRS adoption) are many, 
including reduction of complexity, greater BSP) 
comparability and efficiency.” 

In Brazil, where the overwhelming majority of compa- 
nies are micro, small and medium-size enterprises, entrepre- 
neurs are becoming increasingly aware of the importance of 
complying with international standards, Carneiro said. To 
ease the transition to IFRS, both the CFC and IBRACON 
have been conducting training seminars for local companies 
and professional associations throughout Brazil. 

“The adoption of IFRS for SMEs (International Financial 
Reporting Standard for Small and Medium-sized Entities) 
will migrate from a situation of informality to a standard 
high level of accounting transparency,” Carneiro said. “The 
great challenge reserved for the CFC is now running the 
training (for the) SME market and for the thousands of pro- 
fessionals registered in the regional councils.” 

Established in 1946, the CFC is charged with promoting 
the development of the accounting profession, registering and 
supervising the nation’s accounting professionals and organi- 
zations, and striving for ethics and quality in service delivery. 

In addition to its current work on IFRS, other key CFC 
projects include Accounting for Success, an education pro- 
gram aimed at giving accountants better tools with which 
to help their clients survive and prosper; and GLASS 
(Group of Latin American Accounting Standard Setters), a 
new cooperative effort involving South America and the 
Caribbean. Carneiro was selected to chair the first board of 
the group, which was formed June 28 of this year. 

The CFC also is working on a joint project in Angola 
and Mozambique, contributing to the development of ac- 
counting in those countries. 
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to the holders of industrial property rights. 
These laws prevent others from producing, 
using or selling products or providing 
services that infringe patents, trademarks, 
industrial designs or secrets. These laws 
also protect the intellectual property rights 
relating to the development of new plant 
varieties, recognizing Brazil’s rich biodi- 
versity and the high costs of research and 
development. 

Software property rights also are pro- 
tected for 50 years in Brazil, and au- 
thors—both domestic and foreign—have 
copyrights protected for 70 years. 

While there are still areas of concern, 
particularly with respect to pirated audio- 
visual goods, pharmaceuticals and medical 
devices, much progress has been made in 
intellectual property protection. 


JofA: How effective is Brazil’s legal system, 
and can companies get disputes resolved 
fairly and within a reasonable amount of 
time? 

Pestarino/Bendoraytes: Brazil's legal sys- 
tem is effective, and companies can expect 
fair resolutions of disputes. Although ef- 
fective, the system is slow as a result of legal 
instruments used by the attorneys to delay 
judgment and final sentences and force un- 
appealing decisions. For that reason, the 
majority of international contracts entered 
into in Brazil have a provision relating to 
arbitration procedures. 


JofA: What are the key aspects of the local 
labor environment to consider? 
Pestarino/Bendoraytes: Brazil’s labor sys- 
tem is complex and costly. It is governed by 
the CLT (Consolidation of Brazilian Labor 
Laws), and its principles are grounded in 
the country’s federal constitution, which 
makes changes extremely difficult. 

Compared to the United States, Brazil- 
ian labor law involves a high level of state 
intervention. For example, while American 
labor law allows employers and employees 
to set labor agreements and use private ar- 
bitration for disputes, Brazilian disputes al- 
ways end up ina court of law. 

It is not uncommon for Brazilian com- 
panies to have an extensive written contract 


with employees. Additional costs for work- 
ers, such as taxes, health insurance, meal 
and grocery stipends, transportation 
stipend, vacation pay and a “thirteenth 
salary” (an additional month’s pay every 
December) can add up to more than 70% 
of base pay. Laying off employees also can 
be expensive. An FGTS (Unemployment 
Compensation Fund)-opting employee un- 
fairly dismissed is entitled to withdraw the 
total deposits made by the employer in his 
FGTS account, plus interest, monetary ad- 
justment and a 50% fine figured on the 
total amount deposited. Collective em- 
ployment conventions may provide for an 
additional indemnity. 


JofA: Can you share some basics on Brazil- 

ian currency laws? 
Pestarino/Bendoraytes: Brazil’s currency, 
the real, is nonconvertible, so it is not avail- 
able for trade on the forex market and can- 
not be bought or sold outside Brazil. 

The Banco Central do Brasil maintains 
close control of the Brazilian currency mar- 
ket through Sisbacen, the Central Bank’s in- 
formation system. The system functions as 
a virtual environment where currency 
transactions and operations are officially 
authorized and conducted. 

Import and export operations must fol- 
low specific rules with regard to currency 
transactions. They include preparing con- 
tracts, documenting transactions and get- 
ting approval from Sisbacen. Almost all 
types of currency operations can be han- 
dled through a commercial bank or by local 
exchange brokers. 


JofA: How is Brazil’s transition to IFRS 
progressing? What are the key challenges 
and benefits? 

Pestarino/Bendoraytes: In 2007, Law 
11,638 was enacted, and Brazil fully com- 
mitted to the IFRS convergence process 
under the direction of the CPC (Account- 
ing Pronouncements Committee), an off- 
shoot of the CFC (Federal Accounting 
Council), the main accounting authority in 
Brazil. The CPC has issued more than 40 
pronouncements relating to convergence 
since that time. 


In December 2010, the CFC instituted 
the standards issued by the CPC as manda- 
tory for all types of organizations, including: 
m@ Large enterprises and listed companies, 

defined as any national or foreign com- 

pany that has more than R$240 million 

(US$151 million) in assets or more than 

R$300 million (US$189 million) in rev- 

enues. 
m™ Regulated organizations, including 

banks, insurance companies and in- 
vestment funds, which must also fol- 
low the rules issued by the CVM, the 

Central Bank and SUSEP (Superin- 

tendéncia de Seguros Privados, a divi- 

sion of the Ministry of Finance that 

regulates insurance). 
@ Small and medium enterprises (SMEs). 
mi Foreign-owned companies. 

Training is the main challenge relating 
to IFRS implementation, because the adop- 
tion of principles-based standards requires 
a change of mindset and approach. For ex- 
ample, the previous Brazilian accounting 
system was designed to provide informa- 
tion to tax authorities, while IFRS is in- 
tended to serve investors. The IFRS rules 
also are less detailed and, as a result, gen- 
erally require a higher level of profession- 
al judgment. Emphasis is given to the 
“substance” of transactions rather than sim- 
ply the legal “form.” 

The benefits in adopting IFRS in Brazil 
include reduced complexity, greater trans- 
parency, comparability and efficiency. 


TAX 

JofA: Could you provide an overview of 
Brazil’s tax compliance and reporting sys- 
tem? 

Pestarino/Bendoraytes: The Brazilian Con- 
stitution attributes taxing powers to fed- 
eral, state and municipal governments. 
Brazilian taxation may take the form of 
taxes, fees, betterment fees, other contri- 
butions and compulsory loans (see Exhibit 
1 for a list of the main types of taxes in 
Brazil). 

The federal tax administration agency 
in Brazil is the Receita Federal do Brasil 
(RFB or Brazilian Revenue Service). The 
Brazilian Revenue Service is also in charge 
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export taxes), a value-added tax on in- 
dustrial production (IPI) and a tax on fi- 
nancial transactions (IOF). 

The federal government also imposes 
social contributions on the gross income 


porate income tax (IRPJ) and social con- 
tribution on net profits (CSLL) tax, which 
finances social programs. In addition to 
IRPJ and CSLL, the federal government 
levies taxes on foreign trade (import and 


of inspection activities and the collection 
of social security contributions. States and 
municipalities also have their own tax ad- 
ministration agencies. 

Corporate taxpayers are subject to cor- 


Actual or estimated profits; profits determined 15% 
by tax authorities 


Tax 





IRPJ—Corporate income tax 


10% on the income in excess of 
R$240,000 (US$151,000) per year 


15% or 25%, depending on the 
income type | 


IRPJ surcharge Actual or estimated profits; profits determined 


by tax authorities 


IRRF—Income tax withholding Income and capital gains earned by 


nonresidents from paying sources in Brazil 





IPI—Tax on manufactured 


products 


IOF—Tax on financial 
transactions 


CSLL—Social contribution on 
profits 


PIS—Profit participation 
program contribution 


COFINS—Social security 
financing contribution 


CIDE—Contribution on 
economic activities—overseas 
remittances 


CIDE—Fuels 


ICMS—Tax on distribution of 
goods and services 


ISS—Tax on services 
I1I—Tax on imports 


ITCMD—Estate and gift tax 
ITBl—Intervivos transfer tax 


IPTU—Urban land and 
building tax 


1E—Tax on exports 


Sales price when a product leaves the 
industrial establishment or upon import 


Credit, foreign exchange, insurance and 
securities transactions 


Adjusted net profit 
Gross revenues 
Gross revenues 


Payment of royalties and fees on technology 
transfers and technical services by foreigners 


Marketing and import of fuels 


Transaction value 


Service price 
CIF product value 


Value of assets or rights transferred by 
donation or legal succession 


Transfer of title to real properties and related 
rights 


Direct or beneficial ownership and possession 
of urban properties 


When a product made in Brazil or with 


Varies by product classification | 


Varies depending on type of 
transaction 

9% 

0.65% or 1.65% 


3% or 7.6% 


10% 


Varies depending on fuel type 
From 7% to 25% 


From 2% to 5% 
From 0% to 35% 


2% and 6%, according to state 
law 


Up to 8%, according to 
municipal law 


Varies, according to municipal 
laws 


30%—Government can change 


domestic content leaves the country rate according to economic policy 


and the country’s trade balance. 





; Source: Crowe Horwath International. 
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derived by resident legal entities (PIS and 
COFINS contributions). There is also a 
federal contribution imposed on cross- 
border payments of royalties and certain 
technical, administrative and _ scientific 
services (CIDE, or Contribution on Eco- 
nomic Activities). 

In addition, state governments levy a 
value-added tax (ICMS) on the distribution 
of goods and services. The ICMS is payable 
at all stages of the chain of sales, from the 
manufacturer to the end consumer. 

Municipal governments also levy a tax 
on services (ISS) provided by a company, 
contractor or professional. 

The Brazilian tax system is complicat- 
ed and time-consuming. The World Bank 
calculates that it takes a typical limited 
liability company that is domestically 
owned with 10 to 50 employees nearly 
2,600 hours per year to comply with tax 
regulations in Brazil, compared to 187 
hours in the U.S. And the average Brazil- 
ian company pays about 69% of its net 
profits to the government, compared to a 
total tax rate of 46.8% in the U.S., ac- 
cording to the World Bank. 


JofA: Can you explain the difference be- 
tween the “actual profit regime” versus 
the “presumed profit regime?” 
Pestarino/Bendoraytes: Under the actual 
profit regime, companies calculate annu- 
ally or quarterly their income tax liability 
on net profits for the taxable period, ad- 
justed by additions and exclusions pro- 
vided by tax law. 

Certain companies are required to cal- 
culate their income tax liability under this 
regime, including those with total gross in- 
come in the previous year exceeding R$48 
million (US$30.2 million); financial insti- 
tutions, insurance companies and similar 
entities; and legal entities that derive prof- 
its, income or capital gains from abroad. 

Corporate income tax (IRPJ) is due at 
the 15% rate on net profits. The portion 
of net profit that exceeds R$240,000 
(US$151,000) per year is subject to an ad- 
ditional income tax of 10%. The social con- 
tribution on net profits (CSLL) is imposed 
at a 9% rate. 


Companies that are not required to 
adopt the actual profit regime may cal- 
culate their tax liability under the pre- 
sumed profit regime. This is a simplified 
tax method under which the company 
chooses to calculate its taxable base by 
applying a percentage of its total gross in- 
come earned during the quarter (pre- 
sumed profit). The applicable percentage 
ranges from 1.6% for income from the 
sale of fuel and natural gas to 32% for in- 
come from the rendering of services, such 
as factoring and real estate rentals. Sales 
of goods are taxed at 8%. Income tax is 
imposed at the rate of 15% on the pre- 
sumed profit, with additional taxes that 
include CSLL. 


JofA: What is the rationale behind the 
transitional tax regime that was created in 
response to the implementation of IFRS? 
Pestarino/Bendoraytes: Provisional meas- 
ures established the RIT (Transitory Tax 
Regime) in 2009 in order to neutralize the 
impact of new IFRS accounting methods, 
given that pre-IFRS tax rules still apply in 
the country. Under the RTT regime, com- 
panies can calculate their main federal taxes 
on the basis of accounting rules in force 
until December 2007 (when the transition 
from the former Brazil GAAP to IFRS 
began). This approach will continue until 
a new tax law that considers the current 
Brazil GAAP effects is issued. 


JofA: Are there financial and tax incen- 
tives available for foreign investment? 
Pestarino/Bendoraytes: The Brazilian 
government encourages long-term invest- 
ment through its tax system. Aside from tax 
and financial incentives granted at the fed- 
eral level, state governments and munici- 
palities also make grants available. 
The most important incentives include: 
@ Reductions on import tariffs or tax de- 
ductions for imported capital goods not 
available locally. 
™@ Special Regime for the Acquisition of 
Capital Goods by Exporting Enterpris- 
es (RECAP), which suspends taxes on 
new machines, instruments and equip- 
ment imported by companies that com- 


mit for a period of three years to export 
a certain level of goods and services. 
Incentives for technological innovation. 


JofA: Have there been any recent devel- 
opments on the tax scene? 
Pestarino/Bendoraytes: In August, Presi- 
dent Dilma Rousseff announced a plan to 
provide R$25 billion (US$ 16 billion) in tax 
breaks over the next two years to protect 
manufacturers from a surge in imports 
from China fueled by the rising value of 
Brazil’s currency. The plan also eliminates 
a 20% payroll tax on four industries, in- 
cluding shoes and software. A portion of 
the tax cuts will be offset by an addition- 
al tax that these companies will pay on 
sales. 


TRANSACTIONS 

JofA: Are there restrictions on dividends 
and other fund flows out of Brazil? 
Pestarino/Bendoraytes: There are no re- 
strictions on remittances of dividends 
out of Brazil to shareholders domiciled 
abroad. Dividends paid out of profits are 
not subject to withholding tax or income 
tax. 

Interest and royalties are subject to 
withholding tax—royalties at a 15% rate 
and interest at a rate of 15% to 25%. Re- 
mittances of royalties and fees through the 
official market to foreign licensors are gen- 
erally limited to 1% to 5% of sales. The 
maximum amount deductible on the re- 
mittance is 5% of net receipts from the 
product manufactured or sold. 

The remittances of profits must be reg- 
istered at the RDE (Electronic Declaratory 
Registration). The foreign funds registered 
at the Central Bank of Brazil can be repa- 
triated without previous authorization. 


JofA: What does a company need to un- 
derstand about transfer-pricing regula- 
tions in Brazil? 

Pestarino/Bendoraytes: Brazil is not a 
member of the Organisation for Economic 
Co-operation and Development (OECD), 
but it has its own regulations on transfer 
pricing, including a convention to avoid 
double taxation. Brazil has no treaty to avoid 
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double taxation with the U.S. 
Brazilian law considers that 
companies are related when 
they are under a common con- 
trol, and transfer-pricing rules 
apply when one of the parties 
is located in a country that pro- 
vides a privileged tax regime. 
When products are im- 
ported by a Brazilian company, 
transfer-pricing rules verify 
whether the company is mak- 
ing excess payments to the 
foreign supplier. To that end, 
certain deductibility limits 
apply to payments made by the 
Brazilian company to its foreign 
supplier. Any amounts above 
such limit are added to the 
company’s taxable income. 
As for exports, the Brazilian 
tax authorities check whether prices are not 
lower than those determined by compara- 
bility methods. The Brazilian company 
must report a minimum taxable income 
when selling goods and providing servic- 
es to foreign-based related companies. 
Calculation methods specified by the 
regulation on imports include: 
m@ PVL—Market sale price minus profit 
@ PRL—Market resale price minus profit 
 PlC—Market resale price 
 CPL—Cost plus profit 
Calculation methods for exporting 
goods and services include: 
i PVEX—Export sales price 
m PVA—Wholesale sales price minus 
profit 
m@ PVV—Retail sales price minus profit 
m CAP—Acquisition cost plus profit 
To qualify, a company must choose one 
or more calculation methods, prepare a 
study in order to demonstrate related-party 
transactions and transfer-pricing calcula- 
tions, and then disclose this information in 
its annual tax return. Adjustments can be 
done until five years from the filing date. 
Disputes are common due to the com- 
plexity of the law. 


JofA: What are the rules for tax loss com- 
pensation in Brazil? 





Pestarino/Bendoraytes: Tax losses may be 
carried forward and offset against pretax in- 
come up to an annual limit of 30% of that 
income. Nonoperating revenue and losses, 
subject to identical limits, must be con- 
trolled separately. 


JofA: What are some basic strategies for 
managing exchange rate risk? 
Pestarino/Bendoraytes: The basic strate- 
gies to manage exchange rate risks in Brazil 
are similar to those used all over the world. 
Companies are subject to exchange rate 
fluctuations that can impact profitability 
and cash flows. But this currency volatili- 
ty usually can be managed through deriv- 
atives, especially hedge contracts. 

The most common contracts are future, 
forward, options and swaps. Operations with 
derivatives can be done through major banks. 
The main Brazilian provider of this type of 
financial services is BM@F-BOVESPA, the 
Brazilian stock exchange. 

In late July, the government took steps 
to curb foreign exchange speculation in an 
effort to reduce the Brazilian real from a 12- 
year high against the U.S. dollar. The gov- 
ernment imposed a 1% transactions tax on 
currency derivatives and introduced new 
legislation that would enable the tax to be 
increased up to 25%. The legislation could 


impact hedging costs, according 
to analysts, since many compa- 
nies buy Brazilian currency in 
the futures market to balance 
out their U.S, dollar exposure. 
According to the government, 
the measure is directed at spec- 
ulators and would leave genuine 
hedgers unaffected. 


JofA: How difficult is it to sell 
a Brazilian company? 
Pestarino/Bendoraytes: The 
merger-and-acquisition 
market has been heating up. 
There are no requirements 
imposed by the government 
to sell or buy a business, un- 
less a transaction interferes 
with the concentration levels 
of a specific market as defined 
by CADE (Administrative Council of Eco- 
nomic Protection). However, some M&A 
factors such as goodwill recognition can 
entail tax adjustments that must be dis- 
closed and submitted to tax authorities. 

Companies are constantly searching for 
good investments in Brazil. As a result, 
there are always good opportunities to sell 
businesses. 

Capital is most commonly repatriated 
through the sale of shares. A foreign in- 
vestor’s capital gain on a sale to a local res- 
ident is the excess of the sale price over the 
foreign capital registered with the Central 
Bank. That gain is subject to a 15% with- 
holding tax. 


BUSINESS ENVIRONMENT 
JofA: What are some basics that Ameri- 
cans need to understand about Brazil’s 
business culture? 
Pestarino/Bendoraytes: Americans inter- 
ested in doing business in Brazil need to 
recognize the importance of developing 
good relationships, which takes time. 
Everything isn’t all business, even during 
meetings, where the ability to discuss pop- 
ular topics such as soccer, literature, cul- 
ture or your hometown is very useful to 
“break the ice.” 

Punctuality is not as important as in other 
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cultures, so 10- to 15-minute delays can be 
expected for meetings. Interruptions, par- 
ticularly at the highest levels, are common. 
So it is advisable to demonstrate patience. 

The most common type of hierarchy in 
Brazil is vertical. Decisions usually are 
made at the highest level, but relationships 
between individuals are as important as any 
organizational chart. 

An effective, personal style of manage- 
ment is valued as highly as strong techni- 
cal skills. Employee loyalty often depends 
closely on a manager's personality and abil- 
ity to relate to people. 

Other good tips: Provide documentation 
translated to Portuguese when possible, and 
never mix up Portuguese with Spanish. And 
recognize that Brazil is a diverse country 
with 26 states and one federal district. Cus- 
toms and communication styles can vary 
greatly from region to region. Much of the 
current economic activity is centered in the 
south and southeast regions, so those are 
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important regions to get to know. But “one 
size fits all” definitely won't work in Brazil. 


JofA: Is government “red tape” or bureau- 

cracy a challenge? How about corruption? 
Pestarino/Bendoraytes: Beyond the stan- 
dard costs related to the establishment of 
an enterprise in Brazil comes “Brazil’s 
Cost”—a term used to describe all the dif- 
ficulties associated with red tape, corrup- 
tion, elevated interest rates, burdensome 
taxes and an inefficient labor law. 

A study issued by the ABIMAQ (Brazil- 
ian Association of Machinery and Equip- 
ment Producers) measured the “Brazil’s 
Cost” for eight agricultural and machinery 
products. The research found that “Brazil’s 
Cost” raises the price for these products by 
36% on average, when compared to the 
U.S. or Germany. 

Some aspects of doing business in Brazil 
involve very bureaucratic procedures that 
are burdensome. To succeed, it is very im- 
portant to have skilled, locally based legal 
advisers and accountants in place before 
setting up a business in Brazil. 


JofA: What is the commercial lending 
environment like? 
Pestarino/Bendoraytes: Credit is current- 
ly abundant in Brazil, but interest rates are 
extremely high compared to the U.S. 

The Brazilian banking system is very 
conservative, and borrowing money can be 
difficult in cases where no real guaranties 
are available. Many American companies 
looking to do business in Brazil face this sit- 
uation because, even when they are finan- 
cially sound in the U.S., they do not have 
local assets to offer as collateral. 


JofA: How does trade credit work in Brazil? 
What are the standard terms and condi- 
tions of buying and selling? 
Pestarino/Bendoraytes: Trade credit is vital 
for the survival of the companies in the 
Brazilian economy. This arrangement is 
probably the most important source of cap- 
ital for business in Brazil. 

The most common trade credit occurs 
between industry and commerce or among 
other B2B groups, when segments define 


their own terms and conditions for buying 
and selling, according to current market 
conditions. 

Partnership and trust among patties es- 
tablish the foundation for a good financial 
relationship, but in cases of new business 
relationships, organizations like Serasa Ex- 
perian play an important role. They pro- 
vide access to a large database of credit 
information that helps companies in their 
decision-making process. 

Large companies concerned about de- 
veloping and protecting their supply chains 
also have begun offering credit directly to 
key business partners. For instance, Petro- 
bras (a Brazilian-based multinational ener- 
gy company) provides competitive lending 
to its suppliers. 


JofA: What are the leading professional 
organizations in Brazil? 
Pestarino/Bendoraytes: Accountants are 
regulated by Conselho Federal de Con- 
tabilidade (CFC, or the Federal Accounting 
Council), through each regional entity for 
each state. Auditors are regulated by Insti- 
tuto dos Auditores Independentes do Brasil 
(IBRACON, or the Institute of Independent 
Auditors of Brazil). Both the CFC and 
IBRACON are full members of the Inter- 
national Federation of Accountants. 


JofA: Have your U.S. clients who have 
opened operations in Brazil made the 
money they expected? 
Pestarino/Bendoraytes: Our U.S. clients 
doing business in Brazil are happy with 
their results. They have reached their goals 
since they set reasonable projections for 
their return on investment and took the 
time to learn about Brazilian culture. 

We are currently facing an appreciation 
of the Brazilian real vis-a-vis the U.S. dol- 
lar. This makes initial investments more 
costly but also provides higher profitabil- 
ity and dividends in return. ~ 


Gary James is a former JofA senior editor. 
To comment on this article or to suggest an 
idea for another article, contact Kim Nilsen, 
executive editor, at knilsen@aicpa.org or 
919-402-4048. 
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by Dawn Taylor and Andi McNeal,CPA 
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and score would be blocked. 
d. All of the above 


2. Which of the following is the LEAST 
likely to result in a data breach? 

a. Compromised passwords 

b. Thefts of encrypted laptops 

c. Unsecured wireless networks 

d. Outdated network security systems 


3. Anastasia, the bookkeeper at a local 
law firm, received a voice mail, purport- 
edly from the law firm's bank, requesting 
that she call back to address an important 
matter. Anastasia returned the call but 
hung up immediately upon receiving an 
automated prompt to provide the law 
firm’s account number and PIN. Anasta- 
sia might have suspected which of the 
following types of schemes? 
a. Vishing 
b. Skimming 


iy 

ee 
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4. The Fair and 
Accurate Cred- 
it Transactions 

Act (FACTA) of 

0 ] 000 1 2003 attempts to re- 

duce opportunities for 
| ] 0 ’ identity theft through: 

0 ? a. Requiring free credit re- 

| ports for consumers annually 

from each of the three major credit 
reporting agencies 

b. Requiring that third-party preparers 
of consumer reports, such as cred- 
it reports and employee background 
checks, dispose of such documents 
by burning, pulverizing or shred- 
ding them 

c. Providing victims of identity theft or 
other fraud or crimes with the right 
to have fraud alerts placed on their 
accounts by the three major credit 
reporting agencies 

d. All of the above 


5. Asa frequent business traveler, Horace 
spends much time in airports working on 
his laptop, which contains large amounts 
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of confidential client data. The airports he 
frequents are public wireless hotspots. Al- 
though Horace appreciates the conven- 
ience of these hotspots, he has concerns 
about their security. Which of the follow- 
ing is NOT a step Horace should take to 
minimize his exposure to the dangers of 
public wireless networks? 
a. Avoid connecting to an unknown 
public wireless network 
b. Disable his laptop’s wireless network 
capabilities when he is not using 
them 
c. Allow his computer to automatical- 
ly select the wireless network to 
which to connect 
d. Ensure that his anti-spyware soft- 
ware is up to date 


6. Which of the following statements 
about pharming is false? 

a. Pharming is used by hackers to redi- 
rect a legitimate website's traffic to 
a phony site they control. 

b. Pharming relies on social engineer- 
ing to trick the victim into clicking 
on a link to a spoofed site. 

c. Pharming directly attacks and alters 
domain name servers. 

d. Pharming can be difficult to detect 
because the victim’s browser will 
show he or she is at the correct site. 


7. A fraudster recently stole Griselda’s 
personal identifying information and 
used this information to seek medical 
treatment under Griselda’s health insur- 
ance policy. Which of the following is NOT 
a risk faced by Griselda as a result of the 
fraud? 
a. Damage to her credit rating 
b. Threats to her health 
c. Difficulty accessing her medical 
records through the U.S. Central 
Source for Medical Records 
d. Increases in her health insurance 
premium 


8. Humphrey is interested in obtaining a 
new Social Security number because his 
original one was stolen and used to per- 
petrate identity fraud. Which of the fol- 


lowing statements regarding obtaining a 
new Social Security number is false? 

a. If Humphrey obtains a new Social 
Security number, he would still be 
able to use his old number. 

b. To obtain a new Social Security 
number, Humphrey would need to 
prove that he is currently being dis- 
advantaged by the misuse of his 
number. 

c. Humphrey might have a difficult 
time obtaining credit under his new 
Social Security number. 

d. Humphrey likely would not be able 
to obtain a new Social Security 
number unless the use of his stolen 
number was so extensive that there 
is little chance of repairing his cred- 
it history. 


9. Which of the following is NOT a com- 
mon network security feature? 
a. A maximum number of logon at- 
tempts 
b. Restriction of users to specific ter- 
minals 
c. Logical security 
d. Automatic logoff of inactive termi- 
nals 


10. Which of the following devices is the 
most effective for controlling physical ac- 
cess to restricted areas? 

a. Biometric locks 

b. Key locks 

c. Cipher locks 

d. Access cards 


ANSWERS 

1. (d) Consumer credit report freezes are 
an effective means of protecting credit 
from potential misuse. By placing a freeze 
on his credit report, Ferdinand would 
block access to his credit report and cred- 
it score, effectively impeding the issuance 
of instant credit. In addition, prospective 
credit card issuers and lenders would be 
blocked from issuing new credit in his 
name without his specific approval. Re- 
quirements for placing, temporarily lifting 
or removing a freeze vary by state. Ferdi- 
nand can learn about his states requirements 
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by contacting each of the major consumer 
credit reporting agencies—Equifax, Ex- 
perian and TransUnion—to which he 
must submit a freeze request. The freeze 
will remain on Ferdinand’ credit report 
until (1) he requests that it be removed or 
(2) he requests a temporary lifting of the 
freeze for a specific party or period of time. 


2. (b) The mobility of laptops makes them 
especially vulnerable to data breaches. One 
measure organizations can take to reduce 
their exposure is to encrypt laptops. En- 
cryption encodes data so that it can be ac- 
cessed only with special passwords and 
keys. For encryption to be effective, em- 
ployees must be educated about its use and 
held accountable if they fail to use it. 


3. (a) Inavishing scheme, the victim re- 
ceives a voice message, purportedly from 
a bank, credit card issuer or other organ- 
ization, stating that there is an important 
matter to be addressed and requesting a 
callback. The message often sounds legit- 
imate, but the phone number left is that 
of the fraudster. When the call is returned, 
the caller is asked to enter sensitive infor- 
mation, such as an account number, PIN 
or Social Security number, which is then 
collected by the fraudster. 


4. (d) FACTA amended the Fair Credit Re- 
porting Act, providing improvements in- 
tended to prevent identity theft. Provisions 
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of FACTA include: 

m Each of the three major credit re- 
porting agencies is required to pro- 
vide free credit reports to consumers 
annually. 

w Consumers who have been the vic- 
tim of identity theft or other fraud 
or crimes have the right to have 
fraud alerts placed on their accounts 
by the three major credit reporting 
agencies. 

@ Third parties who prepare con- 
sumer reports, such as credit reports 
and employee background checks, 
must dispose of them by burning, 
pulverizing or shredding them. 

@ Electronic receipts may include no 
more than the last five digits of a 
credit card or debit card number, 
and they may not contain card ex- 
piration dates. 


5. (©) Because public wireless networks 
are not always effectively secured, the dan- 
gers of accessing them include unautho- 
rized data access, hacking and identity 
theft. Automatic connections to wireless 
networks increase these risks, as the user 
might think that he has connected to a 
public wireless network when he actual- 
ly has picked up a wireless signal that was 
set up by a hacker. To protect himself from 
these threats, Horace should avoid auto- 
matically connecting to wireless networks 
by configuring his laptop settings so that 
he must manually select the wireless net- 
work to which he is connecting. Other 
measures that Horace can take to minimize 
his exposure to the dangers of public wire- 
less networks include: 

@ Avoid connecting to an unknown 

public wireless network. 

@ Disable his laptop’s wireless network 
capabilities when he is not using 
them. 

# Ensure that his operating system, 
firewall, Web browser, and anti- 
virus and anti-spyware software are 
up to date. 

Avoid conducting sensitive transac- 

tions over a public wireless network. 

6. (b) Pharming schemes do not rely on 








social engineering to trick the victim into 
clicking on a link to a spoofed site; rather, 
hackers directly attack and alter domain 
name servers to redirect a legitimate web- 
site’s traffic to a spoofed site controlled by 
the hackers and designed to entice victims 
into entering vital information. Pharming 
can be difficult to detect because the 
spoofed site often appears identical or 
very similar to the true site and because . 
the address bar (also known as the loca- 
tion bar or URL bar) of the victim's brows- 
er shows the true sites URL, even when 
he or she is on the spoofed site. Social en- 
gineering was used in the recently ex- 
posed spear-phishing scheme, dubbed 
“Operation Shady RAT.” In that scheme, 
hackers sent emails tainted with malicious 
software to specific people at targeted or- 
ganizations. When a victim clicked on an 
infected link, the hackers were able to ac- 
cess his or her computer and use it to in- 
filtrate the network. 


7. (© Griselda is the victim of medical 
identity theft, which occurs when a fraud- 
ster uses a victim's personal information to 
obtain medical care and file fraudulent 
insurance claims. Her medical records 
would be essential to figuring out the facts 
in her case. Unfortunately, obtaining these 
records might be very time-consuming, as 
there is no central source for medical 
records. Griselda would need to contact 
her health care insurer and each of her 
providers, hospitals, pharmacies and lab- 
oratories to obtain her records. In addition 
to this inconvenience, Griselda faces po- 
tential financial burdens as a result of the 
fraudulent insurance claims, including in- 
creased health insurance premiums and 
damage to her credit rating from unpaid 
bills. Even more serious are the threats to 
Griselda’s health that could occur when . 
her medical history becomes intertwined 
with that of the identity thief. 


8. (a) Ifthe fraudulent use of Humphrey’ 
stolen Social Security number was so ex- 
tensive that there is little chance of repair- 
ing his credit history, he might be able to 
obtain a new number. In order to get a 
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new Social Security number, Humphrey 
must provide evidence that he is being dis- 
advantaged by the misuse of his number. 
If Humphrey obtained a new Social Secu- 
rity number, he would not be able to use 
his old one anymore, and he might have dif- 
ficulty getting credit due to the absence of 
any credit history under the new number. 


9. (c) Common network security features 
include a maximum number of logon at- 
tempts, restriction of users to specific ter- 
minals and automatic logoff of inactive ter- 
minals. Logical security is not a feature of 
network security but rather the overall 
method for protecting information stored 
ona computer system. Implementing net- 
work security features is necessary for 
achieving logical security. 


10. (a) Areas of organizations that house 
significant proprietary information, 
such as server rooms or research and de- 
velopment labs, should be secured using 
effective physical safeguards. Because 
biometric locks provide access based on 
physiological or behavioral characteris- 
tics such as fingerprints, hand geometry, 
face, iris, voice and signature, they are 
difficult to compromise. In contrast, the 
nature of key locks, cipher locks (that 
is, push-down combination locks) and 
access cards makes them quite vulner- 
able to breach through loss, theft, du- 
plication and/or sharing, and therefore, 
they are not nearly as secure as bio- 
metric locks. 


SCORING 

If you answered seven questions correctly, 
congratulations. Your arsenal of antifraud 
knowledge is well armed and ready to aid 
in the fight against fraudulent conduct. 
Keep up the good work. 

If you answered five or six questions 
correctly, you're on the right track. Use the 
resources on the previous page to contin- 
ue to build on your knowledge of fraud de- 
tection and investigation. 

If you answered fewer than five ques- 
tions correctly, you might want to brush 
up on your antifraud knowledge. En- 
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hancing your understanding of fraud pre- 
vention, detection and investigation con- 
cepts will help ensure that you have what 
it takes to keep fraud from slipping by on 
your watch. % 


Dawn Taylor (dtaylor@acfe.com) is a re- 


search specialist, and Andi McNeal (amcneal@ 
acfe.com) is director of research, both for the 
Association of Certified Fraud Examiners. 


To comment on this article or to suggest an idea 
for another article, contact Jeff Drew, senior ed- 
itor, at j}drew@aicpa.org or 919-402-4056. 
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Technology 
2012 Preview: 


Part | 


Experts explain what should be at the top of your 
tech wish list for the new year. 


by Jeff Drew 


ith 2012 just around the corner, the JofA gathered the three 

technology keynote speakers from the AICPA’s 2011 Prac- 

titioners Symposium/TECH+ Conference to talk about tech 
trends heading into the new year. The nearly 90-minute conversation 
covered a wide range of technical issues critical to all CPAs. 
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Collins: What will be the most important 
technology issue for CPAs in 2012? 
Cieslak: 1 really think mobile com- 
puting probably has to be one 

of the most exciting things 
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happening in technology right now—from 
devices to connectivity, from tablets to cell- 
phones. It really is just pushing the enve- 
lope regarding how all of us are doing 
computing. And so I think it really is going 
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to turn us all on our ear a bit in terms of 
how we go about doing our day job. 

Johnston: 1 think the biggest return 
might be in procedural improvements 
this coming year. There are a number of 
us who have purchased technologies, 
deployed them, and frankly 
aren't using them very effec- 
tively, and over the last 
three to four years we 


haven't spent the right type of (money) 
on the training and on the procedural im- 
provement. 


Collins: Do you have a rule of thumb we 
should go by in budgeting training for our 
staff? 
Johnston: | would suggest for CPAs in pub- 
lic practice that it’s probably going to be 
hours beyond the CPE minimum, and most 
likely you're going to wind up with maybe 
another 10 to 20 hours. The rule of thumb 
is you should get almost a two- or three-to- 
one investment (return) for every hour you 
put in on the training. If you buy that type 
of education in bulk, you'll probably have 
about a $600 expenditure to help your 
staff along that way. 
Richardson: | think one of the biggest 
issues is they're now throwing around a 
term called the post-PC era. That is an 
(era) where the desktop and/or laptop 
computer, at least for some users, is going 
to have a metamorphosis in terms of who 
uses it and for what is it used. 

So I would guess that given particular- 
ly the next two years, the amount of effort 
that firms (put) into planning replacement 
is going to be terribly crucial. And I would 
just say, go slow. Make sure you've got pilot 
programs to try out some of this new mo- 
bile technology to see how it might impact 
what happens with the next generation of 
desktops and laptops. 


FAVORITE NEW TECHNOLOGY 
Collins: What's your favorite technology 
that’s new this year? 

Richardson: Near-field communica- 
tion (NFC). It’s in Japan in a big 
way because they have a unified 
telephone system, and all the car- 
riers use the same protocol. Here 

in the U.S., we haven't been able to 
do that yet, but what near-field will do is 
allow users to swipe their smartphone in 
front of an NFC terminal and pay for almost 
anything, from a Big Mac to, say, a new suit 
of clothes. It’s probably going to be at least 

a year or two before we see near-field com- 

munication terminals showing up every- 

where, but in the interim, they’re going to 
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start showing up. And as they do, the abil- 
ity to begin not carrying even the credit card 
any longer is going to have a major impact 
on us. 
Johnston: | would suggest that the ultra- 
book is probably my favorite new technol- 
ogy. The idea here is much like the MacAir 
(MacBook Air) broke into this new space 
and now has been updated with the MacAir 
2. You've got vendors—like Asus, with their 
UX21, and HP—that have comparable-for- 
mat computers that are about half the price 
point of the MacAir, pretty much with the 
same features and comparable fees. So these 
ultrathin, ultralight netbook, notebook re- 
placements might be high on my list. 
Probably second favorite are some of the 
very lightweight mobile monitors for audi- 
tors. Field Monitor Pro is a good example 
of this. The big names like Sharp and Toshi- 
ba also have these monitors, which are 
about the size and thickness of a typical lap- 
top monitor, which allows you to get to the 
field with two monitors in very, very little 
space. 
Cieslak: At the risk of being very obvious 
on this one, I'm going to just go ahead and 
say the Apple iPad 2. I just think that it’s 
very much hitting its stride right now, so 
(I'm) very excited to see not only the device 
doing well, but all the apps that are spring- 
ing up around it. And it’s really creating a 
lot of excitement around technology that, 
honestly, feels like it maybe has waned in 
most recent years. And then, to comple- 
ment that, just some of the high-speed data 
connectivity options. So specifically, some- 
thing like the MiFi, which is a 4G device al- 
lowing us to do broadband-speed-type 
communications with any one of our 
portable devices—laptops, tablets and so 
forth. 


CLOUD COMPUTING 

Collins: Let’s turn our attention to cloud 
computing. Everybody's talking about it, 
but the concept’s not really new. It’s been 
around since the 1970s. We used to refer 
to it as “time sharing,” when you shared 
time on a mainframe computer. And since 
then it’s been called numerous things, like 
remote job entry, network computing, 
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Web-based solutions, software as a serv- 
ice, and today, it’s called cloud computing. 
And it seems like with this title that the 
concept is really starting to take off. Rick, 
can you tell us what's the difference now 
that’s making cloud computing so popular? 
Richardson: The first is just how easy it is 
to use. Most of the vendors that are now 
providing cloud-based service provide it 
for collaboration and for synchronization. 
And in both of those cases, some of that 
happens literally automatically. That is, 
mobile devices will syne to the cloud, 
whatever service they happen to be going 
to, without the user even having to do any- 
thing. 

And from a collaboration perspective, 
one of the ones I like the best in that en- 
vironment is the new Google Apps. They 
have literally redefined what collaboration 
means when two users can be working on 
a document and actually see the other user 
make the change on their screen. So it’s 
pretty incredible in that regard. - 

The second is not needing anywhere 
near the storage space we used to need in 
mobile and semimobile and desktop de- 
vices. If you think about it, there are sev- 
eral services the cloud provides, and one of 
those is storage—the ability to put, as an ex- 
ample from a personal perspective, all of 
your music and entertainment, your 
books, all the rest of that stuff in a cloud 
service, where it’s maintained there. If you 
have 30 or 40 gigabytes’ worth of music, 
you don't have to buy 30 or 40 gigabytes 
in your player that sits with you remotely. 
It's all covered in the cloud, and you can 
buy a device that’s a lot lighter, a lot less ex- 
pensive. 

Third is the whole issue of the software 
products that are being offered and oper- 
ated in the cloud. We call that software as 
a service, although that definition gets used 
pretty broadly, depending upon which soft- 
ware company you're talking about. But 
products like accounting and tax compli- 
ance and planning, they've been available 
in stand-alone modes forever. Theyre now 
available from both known and brand-new 
vendors with products that offer so much 
more integration than we ever had before. 





I think it’s just going to really change the 
way we work. 


Collins: Dave, what’s your take on cloud 
computing? 

Cieslak: ll share from a different perspec- 
tive and talk about some of the benefits of 
cloud computing. 

I would say this is truly taking what 
we're doing from an application and a data® 
perspective and truly transitioning it out- 
side our four walls and really giving us the 
opportunity to have that anywhere, anytime 
access. So I really think that is a real stand- 
out as we think about how the cloud can 
change how we work and how we go about 
doing what we're doing. 

Some of the other benefits (include) re- 
duced internal IT costs. All of this is part of 
a trend that I think that all of us are ob- 
serving, just this ongoing commoditization 
of IT. As you look at IT in general, I think 
consumers and businesses alike are saying, 
“Do we really need to pay specialists and 
consultants and so forth?” And so as we 
think about the network infrastructure, the 
computing infrastructure and how much of 
that can be commoditized, part of that is 
happening through this cloud-computing 
initiative, or this cloud-computing migra- 
tion, that’s under way. 

Another part of that, organizations have 
much more predictable costs. It’s a lot eas- 
ier to—actually it’s frictionless, we'll say— 
even to do upgrades, because it’s being 
upgraded for you in the background. You'll 
always be enjoying the latest and greatest 
versions because the vendor’s taking care of 
that. So when I log on, I'll always be using 
the latest apps. I'll have access to my data. 
I'll know that the data’s been backed up and 
secure. I don’t have to worry about it nec- 
essarily being misplaced if my device is mis- 
placed. There’s no product installation. I 
literally just fire up a Web browser, and po- 
tentially, I'm straight away working with my 
key applications and that data. 

As we're talking with a number of our 
clients, and even just kind of thinking 
through our own internal approach to 
things, I think the simple reality is, if we 
were to start in business today, I think we’d 
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all probably agree that it would be cloud- 
based. We'd try to do anything and every- 
thing that we could via the cloud. And 
really, I think the only kind of drag on that 
whole equation, the only thing maybe hold- 
ing us back a little bit from that, is the fact 
that many of us have a lot of pretty en- 
trenched infrastructure. So we're in this 
transitional window where we're going to 
be moving more and more, piece by piece 
into the cloud. But clearly, the benefits are 
there, and clearly there’s a lot of incentive 
and motivation to get there. 


Collins: Well said, well said. The thing I 
like most about what you said, Dave, is— 
and I’m looking forward to it—when I don't 
have to run to the computer store every 
year or two and purchase new versions of 
all the products and take time to install 
them in my system. That'll be a good day 
_ for all of us. 

Randy, can you tell us about some cloud 

solutions that CPAs should be using and 
maybe explain why they need to operate 
in the cloud to be effective? 
Johnston: There are hundreds compared to 
the dozens of just a couple of years ago. And 
I will name some products specifically just 
as good examples. But let’s start with a pret- 
ty sophisticated solution, called Cluster- 
Seven, that actually does spreadsheet 
controls. That’s one of the top initiatives of 
technology that was in the survey by the 
AICPA this past year or so (see tinyurl.com/ 
38wvg3qq). ClusterSeven allows cell-level 
control of formulas and data not only in 
spreadsheets, but also in (Microsoft) Access 
databases and so forth. (It’s) a pure cloud 
app to get that done and (a) very affordable 
application for that particular situation. 

You've got business analytics running in 
the cloud, which is really also interesting. 
I'll pick on BizTools Pro as an example of 
that. (It) is a QuickBooks-enabled analyt- 
ics product. But the analytics products run 
from the small to the large. And, Carlton, 
probably you as well as anybody know 
about so many of the accounting software 
products now available in the cloud, from 
the entry-level products like Xero or Quick- 
Books Online on up through an Intacct or 
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a NetSuite or an SAP Business ByDesign. 
There are a dozen-plus of those products 
today that are quite effective. 

For public practice (readers), Capital 
Confirmation does a wonderful job of being 
a software-as-a-service product that handles 
audit confirmations, and not only, say, cash, 
but also heading into AR [accounts receiv- 
able] and AP [accounts payable], and 
they're doing a validation and verification 
of all small business addresses and so forth. 
That’s a pretty innovative type of thinking. 

Every cloud product I’ve talked about is 
what would be called, traditionally, software 
as a service. It's a product that runs in a 
browser. It’s multiuser, multitenant, and I 
typically set a lot of the hosted applications 
aside, even though they might be marketed 
as software as a service. So further, you can 
do tax in the cloud with products like GoSys- 
tem RS or document management in the 
cloud like GoFileRoom, just to name two 
products that work as a pure task offering. 

And beyond that, we could go on and 
on and on. Probably the best way to think 
about it is there is probably a fast solution 
for every business need that you're looking 
at today. Some of the weaker ones tend to 
be in areas like point of sale or manufac- 
turing and distribution, and those will be 
a little harder for some people to get past. 
Dave is also spot on right. If you can throw 
everything out from the past and start off 
into the future, you would probably solve 
your business issues with cloud solutions 
today. But right now we're going to go 
through a period where we'll probably run 
hybrids—some things in-house, some 
things up in the cloud—and there will be 
a transition period. And for some, they will 
build their own private cloud by keeping 
the infrastructure internal but mobilizing 
their (applications) through browsers to 
tablets, to phones and other (devices). 


Collins: What are the top security concerns 
related to cloud computing, and how 
should they be addressed? Rick? 

Richardson: First and foremost, from the se- 
curity perspective, is access protection itself, 
both login and continuous transmission. 
Most of us are familiar with usernames and 





passwords and protocols for passwords to 
provide for the longer they are and the hard- 
er they are to discover and so forth. But the 
other issue that’s just as crucial in all this 
process is you have a continuous trans- 
mission of information that needs to be en- 
crypted itself, and finding out how the 
vendor is providing that and what level of 
security is pretty crucial. 


ve 
One of the other concerns that I always 


have is (that) the company provides me 
with all this information about how the data 
and where the data are backed up. Con- 
tractually, I want to also make sure in the 
agreement I have with them that I own that 
data and that I have the right to be able to 
remove that data and bring it back in-house 
whenever I need to. So I think those are 
pretty important security issues. 

Cieslak: One of the things that we’ve seen 
in the last few years is many organizations 
using the AICPA SAS 70 [Statement on 
Auditing Standards no. 70, Service Organi- 
zations] as kind of like their Good House- 
keeping Seal of approval and saying, “Our 
data centers are in good working order. 
They're secure.” And that’s been kind of a 
reach. That’s not really what the SAS 70 
statement, the auditing standards, was de- 
signed for. So | think it’s important to point 
out that the AICPA is participating in this 
process now as well, and they've got some- 
thing new called the Service Organization 
Control Reports [see “Expanding Service Or- 
ganization Controls Reporting,” JofA, July 
2011, page 46]. And that really is intended 
to springboard off of some of the good 
awareness that’s been created around SAS 
70, but basically saying, “You know what? 
We want to create tools and end-user reports 
that really are more to the point of saying, 
in fact, this cloud-computing environment 
is a secure computing environment, and 
we're going to give you the standards to 
measure that against and ultimately report 
to the end user,” give them confidence that 
it is, in fact, a secure environment. 

So in addition to some of the access 
controls, as you think about the role of 
the AICPA, and just having some inde- 
pendent verification that you have a 
solid computing platform, I think these 
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Service Organization Control Reports are 
definitely going to be a very good resource 
for us. 

Johnston: If 1 could jump in on this secu- 
rity topic, one clear risk is large-scale or- 
ganizations that are providing applications 
or hosting a lot of different platforms and 
so forth in the cloud will become security 
targets. And I think bad guys and hackers 
will do their best to break into those. We 
have seen breaches of that nature so far, and 
I believe itll get worse. 

So we'd like to have the data encrypted 
at rest in these big data centers. Only some 
are doing that. Many are not. 

Further, we're also concerned just about 
the long-term scalability. In theory, these 
cloud data centers can be scaled, but there 
have been a number of cloud applications 
that clearly run out of scale or can’t scale as 
expected. So that becomes another one of 

~ the issues around cloud. 

So I wouldn’t want our (readers) to think, 
“Oh, cloud is a panacea. Everything's got to 
get there. It’s all going to get there.” And 
maybe it will, but I don't see it happening 
very quickly and smoothly because techni- 
cal people are learning how to work with 
these applications. And I believe that one of 
the issues (is) security holes that they've got 
in their applications or in their authentica- 
tion procedures, which open some of these 
resources up to abuse issues. Even simple 
things, like the ability for one company to 
see another company’s data, which should 
never happen, unfortunately occasionally 
can and do happen today. 


MosiLE TECHNOLOGIES 

Drew: What should we look for in the 
smartphone and tablet markets in 2012? 
Johnston: I believe that the touch-screen 
environments will continue to improve the 
resolution, and ease of seeing will get bet- 
ter, although any of the Apple products, 
the iPhone 4 and iPad 2 today and the 
[iPhone 5], I think they’re quite well done 
as they stand. 

I think we'll get additional voice recog- 
nition capabilities that work better, and 
we've already seen that in the current An- 
droid platforms and the iPhone platforms 
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and so forth. We are seeing the first of the 
multicore, the multiprocessor phones, 
which give a lot more computing power. 
And interestingly enough, they’re not 
burning a lot more batteries to give us a 
lot more speed. 

Something that I think I discussed with 
the (TECH+ Conference) attendees about 
three years ago was the virtualization of the 
smartphones to run more and more things 
simultaneously. Many of the new tablet 
competitors for the iPad are truly running 
applications simultaneously. 

Richardson: In terms of the comments that 
people make about the fact that “it’s great 
for watching a movie, but I’m not sure I’'d 
do a spreadsheet on it,” I guess I can con- 
cur with that, but I also feel very strongly 
that I’ve actually gotten to the stage now 
where I’ve taken five trips and the only 
thing I brought with me was a tablet. Yes, 
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I wasn’t doing much other than email and 
communicating back to home base, if you 
will. But I think the laptop got stretched 
as a device because it was the lightest thing 
we had at the time. And an awful lot of 
people are going to find that they can exist 
just fine with a tablet. ~ 


Jeff Drew is a JofA senior editor. To com- 
ment on this article or to suggest an idea for 
another article, contact him at jdrew@ 
aicpa.org or 919-402-4056. 
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ready done so, these hospitals must complete a community health needs 
assessment and draft a financial assistance policy. Individuals eligible 
for assistance must not be charged more than those with insurance, and 
hospitals must be able to document that they follow this practice. Hos- 
pitals must also follow new rules concerning billing and collections. 


These and other new requirements are in 
addition to new reporting requirements on 
Schedule H of Form 990, Return of Or- 
ganization Exempt From Income Tax. The 
IRS acknowledges that the additional re- 
porting burden could be substantial. CPAs 
serving nonprofit hospitals need to be 
ready to assist their clients with complet- 
ing Schedule H, the community health 
needs assessment and other exempt- 
organization reporting. 


BACKGROUND: PUBLIC 
PURPOSE AND EVOLVING 
REPORTING STANDARDS 

As of 2006, the majority (59%) of hospi- 
tals in the U.S. were tax-exempt. As early 
as 1956, the IRS in Revenue Ruling 56-185 
established the general guidelines for hos- 
pitals to meet the charitable-purpose re- 
quirement for tax-exempt status: (1) The 
hospital must be organized to serve the 


sick; (2) it must serve those who can pay 
little or nothing toward their care; (3) use 
of the facilities may not be restricted to a 
particular group of doctors; and (4) no net 
earnings may inure to the benefit of any 
individual. 

In the 1960s, the requirement to care 
for patients who could not pay or paid dis- 
counted rates was removed from the re- 
quirement for tax-exempt status by Rey- 
enue Ruling 69-545. The IRS replaced the 
element of the charity care standard (serv- 
ing those who pay little or nothing) with . 
a broader, more far-reaching community- 
benefit standard. This standard interprets 
the charitable purpose to include pro- 
moting health to the general community, 
not solely to those who cannot pay. While 
articulating a community-benefit standard, 
the 1969 ruling left many questions unan- 
swered, including: Which activities qual- 
ify as community benefits? How should 





54 Journal of Accountancy November 2011 


www.journalofaccountancy.com 


NONPROFIT ORGANIZATIONS 


the activities be measured? What are the 
minimum levels of benefit a hospital 
should provide to maintain its valued tax- 
exempt status? 

Over time, inconsistent interpretations 
and applications of the community-bene- 
fit standard arose. These variations led to 
substantial differences in and inconsistent 
measurements of the amount of commu- 
nity benefits. In a 2008 report, the U.S. 
Government Accountability Office pre- 
sented the extent to which standards var- 
ied in the reporting of community bene- 
fits by nonprofit hospitals (see report no. 
GAO-08-880, tinyurl.com/3smnsdu). 
These variations and inconsistencies were 
also evident on Form 990, the primary 
tool used by hospitals and other tax-ex- 
empt organizations to report their financial 
and operating activities. The form, which 
had not been significantly redesigned for 
more than 40 years, needed an overhaul 
to reflect the drastic changes in the tax-ex- 
empt sector and to capture the reporting 
of community benefits by tax-exempt 
hospitals. 

In 2008, the redesigned Form 990 was 
launched, along with several new sched- 


ules. New Schedule H requires information 
regarding charity care, community benefits, 
community activities, bad debts, Medicare 
and collection practices, community- 
building activities and a health needs as- 
sessment. While questions in Part V, Section 
B, about the community health needs as- 
sessment (CHNA) introduced by the 
PPACA were optional for the 2010 tax year, 
other parts of the schedule were mandato- 
ty for hospitals required to file Form 990. 
Most of the reporting requirements of 
Schedule H were introduced by the 
PPACA and codified in new IRC § 501(2). 
Most took effect with tax years beginning 
after March 23, 2010, but questions 
about hospitals’ CHNAs, introduced by 
the PPACA under section 501(r)(@), are 
effective with tax years beginning after 
March 23, 2012. Hospitals that choose to 
report early can rely on the anticipated 
regulatory provisions in Notice 2011-52 
(tinyurl.com/Sulw548). 


COMMUNITY HEALTH NEEDS 
A\SSESSMENT 

Tax-exempt hospitals must conduct a 
CHNA every three years and adopt an im- 


plementation strategy that meets the com- 
munity health needs identified through the 
assessment (section 501(r)(@)(A)). The 
CHNA must take into account input from 
community representatives, including those 
with special knowledge of or expertise in 
public health (section 501(r)(3)(B)G@)). No- 
tice 2011-52, issued in July 2011, con- 
tains detailed anticipated regulatory pro- 
visions on what should be included in 
the CHNA. It must include a description 
of (1) the community served by the hos- 
pital and how the community was de- 
termined; (2) the process and methods 
used to conduct the assessment, includ- 
ing data sources and analytical methods 
applied to identify community health 
needs; (3) how the hospital took into ac- 
count input from persons who represent 
the community's broad interest; (4) the 
community health needs prioritized; and 
(5) the community’s existing health care 
facilities and other resources that are 
available to meet the health needs iden- 
tified through the CHNA. Hospitals must 
report this information on Part V, new 
Section B, lines 1-7, and Part VI of Form 
990, Schedule H. 
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How CPAs CAN HELP 

Educate your client. The CHNA report- 
ing postponement creates a window of op- 
portunity for CPAs to educate clients about 
the detailed requirements of the new law 
as well as the penalties associated with 
noncompliance, which include a $50,000 
excise tax and/or revocation of exempt sta- 
tus. The penalty applies for each facility 
owned by the organization and for each tax 
year for which the failure occurs. CPAs 
must reach out now to discuss the re- 
porting requirements and to ensure that 
they are included in discussions so that 
proper planning takes place. 

Aid your client in data collection. In- 
formation regarding a CHNA must come 
from a number of sources, including pub- 
lic health agencies, social services agencies, 
public housing agencies, charitable or- 
ganizations, churches and schools. The 

- CPA can help to ensure adequate internal 
controls are in place to protect the integrity 
of the collection process. CPAs can also 
help nonprofit hospital clients have a clear 
understanding of the data collection 
process and can review and assess the data. 


GATHERING AND MANAGING 
A\SSESSMENT DATA 

While the requirements under section 
6033(b)(15)(A) of what information a 
CHNA must disclose are generic, guidance 


® The Patient Protection and 


in Notice 2011-52 and questions on Form 
990, Schedule H, suggest some key ele- 
ments to include: 

Population profile. The starting point 
is gathering information on and profiling 
the local population within the hospital's 
city, county, metropolitan region or other 
geographical location: the number of peo- 
ple in different age groups—infants, 
school-age children, adults and elderly. 
Then the population should be categorized 
by geography, transportation, gender, eth- 
nicity, religion, language, literacy and ed- 
ucation. The IRS states in Notice 2011-52 
that it anticipates that a regulatory definition 
of a hospital facility's community will also 
allow hospitals to take into account target 
populations or a hospital’s principal func- 
tions. Typically, infants and the elderly have 
the greatest health care needs. Profiling the 
local population also helps to determine 
birth rates (whether the population is in- 
creasing, decreasing or stagnant), mortal- 
ity rates (life expectancy) and morbidity 
rates (illnesses and disabilities), which 
show trends that help to assess the need 
for services and patterns of disease. 

Income and wealth distribution. Nu- 
merous studies have shown that poverty 
can negatively affect people’s access to 
health care and their ability to choose a 
healthy lifestyle; this in turn can affect life 
expectancy. CPAs can review income tax 
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data from individual return statistics pub- 
lished by the IRS Statistics of Income Di- 
vision (tinyurl.com/6azmr2) and USS. 
Census data to identify low-income 
neighborhoods and single-parent house- 
holds—where health care needs might be 
greater. 

Unmet needs. Asa result of a rising de- 
mand for health care, shrinking budgets ,. 
and an aging and ailing population, hos- 
pitals will have to cost and prioritize the 
needs identified during the CHNA process. 
The CPAss role in costing and prioritizing 
these needs will be invaluable, as this will 
determine which programs can and can- 
not be adopted and implemented. Notice 
2011-52, section 3.06, states the IRS and 
Treasury Department intend to provide in 
regulations that the CHNA also take into 
account input from governmental agencies 
with information relevant to the health 
needs of the area the hospital serves; com- 
munity leaders, representatives and mem- 
bers of underserved groups or those with 
chronic disease needs; and any of a broad 
range of persons, groups and health care 
experts and advisers located in or serving 
the hospital's community. This latter cat- 
egory could include a CPA advising the 
hospital on how to allocate limited re- 
sources to the needs that give the maxi- 
mum health benefit to the community as 
a whole. 


Affordable Care Act of 2010 
(PPACA) imposes new report- 
ing requirements on hospitals. 
Beginning in tax years after 
March 238, 2012, hospitals must 
conduct a community health 
needs assessment (CHNA) 
every three years and answer 
questions on new Schedule H 
of Form 990. Other provisions 
took effect March 23, 2010. 

@ Because penalties for fail- 
ing to comply can include a 
$50,000 excise tax for each fa- 
cility operated by a tax-exempt 


hospital, CPAs should educate 
their tax-exempt hospital clients 
and other health care entities 
now about these requirements. 
& Hospitals must also estab- 
lish a written financial assis- 
tance policy and comply with 
new requirements for charges, 
billing and collections for pa- 
tients eligible for financial assis- 
tance. 

@ The information required by 
the CHNA will draw upon re- 
sources from within the commu- 
nity as well as data generated 
by the hospitals. CPAs may be 


called upon to advise hospitals 
on obtaining, compiling and re- 
viewing data for the assess- 
ment, to provide cost/benefit 
analyses as part of it and to help 
prepare and review the finished 
document. 

@ The financial assistance 
policy must address eligibility, 
charges, billing and collections. 
Billing and collections policies 
must also comply with new re- 
strictions related to extraordinary 
collection actions and limitations 
imposed on the amount that can 
be charged. 


Jean T. Wells (jwellsjessup@ 
howard.edu) is an assistant pro- 
fessor of accounting at Howard 
University in Washington, D.C. 
Gwendolyn McFadden (mcfaddeg@ 
ncat.edu) is an associate professor 
of accounting at North Carolina 
A&T State University in Greens- 
boro, N.C. 
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The hospital must explain why certain 
needs were not addressed. Again, the CPA’s 
advice is critical, because he or she can 
prepare a cost/benefit analysis to support 
why certain needs were not met. The CPA 
also can help the hospital prepare for the 
review every three years and take correc- 
tive action if there are deficiencies. 


FINANCIAL ASSISTANCE 
POLICY 

Under the PPACA, hospitals are required 
to maintain a written policy that includes 
eligibility criteria for free or discounted 
care; the basis for calculating patient 
charges; ways patients can apply for fi- 
nancial assistance; collection methods, if 
appropriate; conditions for emergency 
care; and methods to publicize the hospi- 
tal’s financial assistance policy to the com- 
munity. In an October 2010 comment let- 
ter, the AICPA recommended that this 
information be gathered by modifying cer- 
tain questions on the Form 990 Schedule 
H (the comment letter is available at 
tinyurl.com/4yrmv2s). 


BILLING AND COLLECTION 
METHODS 
The PPACA imposes significant limitations 
on billing and collection methods. Hospi- 
tals are prohibited from engaging in ex- 
traordinary collection actions before they 
make a reasonable effort to determine 
whether a patient is eligible for financial 
assistance (section 501(r)(6)). Congress 
and the IRS define extraordinary collection 
methods as including lawsuits and liens on 
a residence. They define reasonable efforts 
as including advising patients of the hos- 
pital’s financial assistance policy upon ad- 
mission and in written and oral commu- 
nications regarding the patient’s bill, 
including invoices and telephone calls 
(Notice 2010-39, quoting Joint Commit- 
tee on Taxation, Technical Explanation of 
JCX-18-10). In the October 2010 comment 
letter, the AICPA requested further guid- 
ance, including specific examples of such 
reasonable efforts and extraordinary col- 
lection actions. 

A further limitation is imposed on 
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charges for medical services to individuals 
who are eligible for financial assistance. 
Hospitals must not charge more than is gen- 
erally billed to an individual covered by in- 
surance and are prohibited from using 
gross, or “chargemaster,” rates (those each 
hospital sets for specific services, generally 
higher than rates negotiated with insurers; 
see section 501(r)(5) and JCT Technical Ex- 
planation). The AICPA recommends that 
Schedule H contain a question requiring the 
hospital to specify the basis on which the 
“generally billed” amount is determined, 
such as negotiated commercial rates, best 
rates or Medicare rates. 


OPPORTUNITIES FOR CPAS 
Although many details are awaiting further 
guidance, tax-exempt hospitals already 
must implement an array of substantial 
new requirements for disclosing how they 
meet their exempt purposes and meeting 
community public health needs, as well as 
complying with new mandates under the 
PPACA concerning patient financial assis- 
tance and billing and collections practices. 
With their expertise in analyzing fi- 
nancial data and producing cost/benefit re- 
ports, CPAs will likely be called upon to 
help tax-exempt hospitals meet many of 
these new requirements, including com- 
pleting and reviewing the CHNA. % 
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Charitable 


Contributions of 
(onservation 
Easements 


Potential for abuse prompts heightened scrutiny. 
by C. Andrew Lafond, CPA, DBA, and Jeffrey J. Schrader, CPA 


haritable contributions of conservation easements allow taxpayers 
to obtain a federal tax benefit while helping to conserve land for 
public use or enjoyment or to preserve a historic structure. 
Through the use of these easements, ownership of land or a historic 
building is kept in private hands but with restrictions on its use. The 
easement creates a discounted value for the property that provides a char- 
itable contribution tax deduction and tax savings for the owner of these 
properties, while the public benefits from the conservation objectives. 


Taxpayers can take a charitable deduction 
for qualified conservation contributions, 
which are contributions of a qualified real 
property interest to a qualified organiza- 
tion exclusively for conservation purpos- 
es (IRC 8 170(h)(1)). A qualified real 
property interest for this purpose can be 
the taxpayer's entire interest in the prop- 
erty, a remainder interest or an easement 
that restricts the use of the property in per- 


petuity. Conservation purposes under IRC 
8 170(h)(4)(A) are (1) preserving land for 
outdoor recreational use by, or education 
of, the general public; (2) protecting rela- 
tively natural habitats of fish, wildlife or 
plants; (3) preserving open space (in- 
cluding farmland or forest space) for sce- 
nic enjoyment of the general public or 
under a governmental conservation poli- 
cy yielding significant public benefit; and 


(4) preserving a historically important land 
area or a certified historic structure. 
From 2003 through 2007 approxi- 
mately 3,000 tax returns per year contained 
a charitable deduction for donation of 
a qualified conservation contribution. 
During this time and since, the IRS has 
continued to scrutinize deductions for 
contributions of conservation easements, ,. 
often challenging them on issues including 
the quality of the appraiser and/or ap- 
praisal, the appraisal technique employed, 
failure to comply with substantiation re- 
quirements or protection of the conserva- 
tion purpose. Tax practitioners need to be 
aware of the rules and procedures to suc- 
cessfully support these transactions and 
their tax treatment. They must be able to 
select a qualified appraiser and assess an 
appraisal for compliance with procedural 
and substantiation requirements. Then 
they must be able to structure and docu- 
ment these transactions appropriately and 
correctly calculate the deduction. 


HISTORY AND RATIONALE FOR 
A TAX DEDUCTION 
Congress intended a tax deduction for do- 
nation of a conservation easement because 
property thus encumbered has certain lim- 
itations, added costs and loss of market 
value. In the case of historic easements, 
donors generally face restrictions and per- 
haps higher scrutiny by a historic trust or 
other donee organization for the owners’ 
use of and improvements to buildings sub- 
ject to an easement and thus higher costs. 
Also, ifa building is damaged or destroyed, 
the cost to restore it to its original form is 
higher than that of anormal building. For 
these reasons, Congress considered a tax 
deduction appropriate to offset the added 
maintenance and insurance costs as well . 
as to compensate for the loss of fair mar- 
ket value of the building. Contributions of 
land easements usually entail significant 
use restrictions, diminishing the proper- 
ty’s potential commercial value. Typically, 
courts have allowed a deduction for 10% 
to 15% of the value of the property. 
However, the IRS has historically held 
these deductions to have a high potential 
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for abuse and has scrutinized them ac- 
cordingly. In Notice 2004-41, the IRS 
announced its intention to disallow im- 
proper deductions of contributions of 
conservation easements and to review 
“promotions of transactions involving 
these improper deductions.” The IRS has 
been especially suspicious of transactions 
where a historic building is already sub- 
ject to local ordinances that restrict the 
owner's ability to modify the building. For 
Open-space easements, the Service is es- 
pecially attuned to donations where it con- 
siders the resulting public benefit less than 
significant. Practitioners, appraisers and 
the qualifying organizations promoting 
and facilitating these transactions need to 
be aware of the rules and procedures they 
must follow to successfully support these 
transactions. 

Historic easements. Congressional in- 
terest in preserving our historical archi- 
tectural heritage led to the Federal 
Historic Preservation Tax Incentives Pro- 
gram, passed in 1976. This program has 
allowed owners of historic buildings a 
means to preserve the architectural in- 
tegrity of the exterior of historic buildings 
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by giving them the ability to contribute a 
facade conservation easement to a historic 
trust. Facade easements are a common 
form of a historic conservation easement 
designed to protect and maintain the his- 
toric character of a building’s exterior. 

By using a facade easement, the owner 
of the building agrees to never change the 
exterior of the building and in return re- 
ceives a charitable contribution deduction 
equal to the fair market value of the ease- 
ment. Once the easement is in place, the 
owner of the building generally must ob- 
tain approval from the historic trust to 
make any changes to the exterior of the 
building. 

The charitable contribution deduction 
for facade easements is uncommon in oc- 
currence but significant in amount. There 
were 1,132 claimed facade easement do- 
nation deductions in 2005, averaging 
$271,629 each; and 1,145 in 2006, aver- 
aging $231,167 each. In 2007 there were 
242, but the average was $918,392. In 
2008, there were 1,396, but their average 
amount dropped to $27,423 (“Individual 
Noncash Contributions,” IRS Statistics of 
Income Bulletin, Spring 2008, Summer 
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2009, Spring 2010 and Winter 2011, 
tinyurl.com/42zggs7). Although these fa- 
cade easement donations accounted for 
less than 0.05% of the total number of 
noncash charitable contributions in each 
of these years, the charitable contribution 
deduction per return was substantial. 
Open-space or natural habitat ease- 
ments. For contributions of real property 
easements generally, Congress has em- 
phasized effective protection or preserva- 
tion consistent with the exempt purpose 
of the donee organization, including na- 
ture conservancies, environmental trusts 
and state and local governments. Accord- 
ingly, the donee should be able to enforce 
its rights as holder of the easement to pro- 
tect those purposes (Conference Report, 
Tax Reduction and Simplification Act, PL 
95-30 (1977)). Although the requirements 
of providing a significant public benefit 
and furthering a clearly identified gov- 
ernmental conservation policy must be 
met independently, they may also coin- 
cide, for example, by an easement on land 
fronting a river that a state has declared a 
valuable resource that should be protect- 
ed (Treas. Reg. § 1.170A-14(d)(4)(vi)(A)). 


if Taxpayers can benefit from a 
deduction for a charitable con- 
servation contribution while the 
public benefits from a resulting 
preservation of real property in- 
cluding farmland, natural fish and 
wildlife habitats, and historic 
sites. 

8 Congress’ rationale for a tax 
deduction includes, besides the 
public benefit of protecting valu- 
able resources, recognition of the 
additional costs and loss of value 
that an easement or similar re- 
striction can pose for the proper- 
ty owner. Nonetheless, the IRS 
has considered such easements 
to have a high potential for abuse 
and has scrutinized them, espe- 
cially those that are promoted for 
their tax benefits. 

@@ For historic sites, easements 
commonly require owners to 


preserve and maintain the his- 
toric character of a historic build- 
ing’s facade or other external fea- 
tures. Other easements for which 
a qualified conservation contribu- 
tion can be available protect 
farmland, forests and other open- 
space or buffer land for scenic 
enjoyment or recreation or to 
serve a governmental policy that 
significantly benefits the public. 
@ For a donated easement to 


be qualified as a conservation | 


contribution, it must be made to 
a qualified organization that 
serves the purpose of the dona- 
tion and is able to enforce the 
easements restrictions. If any 
mortgage attaches to the proper- 
ty, the lender must subordinate 
its interest to the qualified organi- 
zation. Special rules apply to his- 
toric easements, including certifi- 


cation of historic structures by 
the National Register of Historic 
Places. 

@ Under a special allowance 
extended through 2011, a de- 
duction is limited for most individ- 
uals by 50% of the contribution 
base over the amount of all other 
allowable charitable contributions 
for the tax year, with a maximum 
carryforward of 15 years. For 
years after 2011, the deduction is 
scheduled to be limited to 30% 
of the contribution base, under 
rules applicable to capital gain 
property, with a five-year carryfor- 
ward, Deductions by C corpora- 
tions are limited to 10% of tax- 
able income without regard to net 
Operating loss and capital loss 
Carrybacks, and carryforward is 
for five years. 





@ Tax controversies have 
frequently arisen over the valu- 
ation method and its application 
by taxpayers. Taxpayers also 
must be able to defend ap- 
praisals and appraiser qualifica- 
tions under requirements height- 
ened by the Pension Protection 
Act of 2006. 


C. Andrew Lafond (lafond@tenj. 
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LAW GOVERNING EASEMENT 
DONATIONS 

Although under section 170(f(3) dona- 
tions of partial interests in property are gen- 
erally nondeductible, section 170(h)(1) 
allows a charitable contribution deduction 
for a qualified conservation contribution of 
a qualified real property interest to a qual- 
ified organization that is used exclusively 
for conservation purposes. 

Treas. Reg. 8 1.170A-14(b)(2) specifically 
provides that “a perpetual conservation re- 
striction” is a qualified real property inter- 
est. A perpetual conservation restriction is 
one granted in perpetuity on the use of real 
property, including “an easement or other in- 
terest in real property that under state law 
has attributes similar to an easement.” 

Treas. Reg. § 1.170A-14(c)(1) states that 
to be an eligible donee, the organization 
“must be a qualified organization, have a 
commitment to protect the conservation 
purposes of the donation, and have the 
resources to enforce the restrictions.” 
Organizations included as qualified organ- 
izations include governmental units, section 
501(c)(3) organizations that meet the 
public-support test of section 509(a)(2), 
organizations described in section 170(b) 
(1)(A)Wi) (those for which individuals may 
deduct contributions up to 50% of their 
AGI and that receive a substantial part of 
their support from a governmental unit or 
direct or indirect contributions from the 
general public), and charitable organiza- 
tions described in section 501(c)(3) that 
meet the requirements of section 509(a)(3) 
and are controlled by any of the three types 
of organizations mentioned previously 
(supporting organizations). Taking this re- 
quirement further, the Pension Protection 
Act (PPA) of 2006 (PL 109-280) added that, 
with respect to easements in registered his- 
toric districts, the donor and donee must 
enter into a sworm written agreement cer- 

7 tifying that the donee is a qualified organ- 
ization with a qualifying purpose and that 
it has the resources to manage and enforce 
the conservation easement (section 170(h) 
(4)(B)Gi)). 

Where property is subject to a mortgage, 
the lender must subordinate its interest in 
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the debt to the qualified organization (Treas. 
Reg. 8 1.170A-14(g)). The subordination 
must protect the easement even in the event 
that the property is foreclosed upon. This 
is important, as the Treasury regulations 
state that the easement must be enforceable 
in perpetuity, so if foreclosure or some other 
future event would nullify the easement, 
then the charitable contribution deduction 
for the easement will be disallowed. 
Special rules for historic easements. 
The Code and regulations define “con- 
servation purposes” for historic easements 
as required in IRC § 170(h) to include 
preservation of a “certified historic struc- 
ture,” including any building, structure or 
land area listed in the National Register of 
Historic Places or any building located in 
a registered historic district with regard to 
which it is certified as historically signif- 
icant by the Department of the Interior 
(which via the National Park Service 
administers the National Register) (IRC 
§ 170(h)(4)(C)(ii) and Treas. Reg. 8 
1.170A-14(d)(5)). The PPA also added 
Code section 170(f)(14), which requires a 
qualified conservation contribution de- 
duction to be reduced by the ratio of any 
section 47 rehabilitation credit claimed 
within the preceding five years for the same 
building to the fair market value of the 
building on the date of the contribution. 
The PPA mandated that facade ease- 
ments covering buildings in registered his- 
toric districts must preserve the historical 
character of the entire exterior of the build- 
ing and must prohibit “any change in the 
exterior of the building which is incon- 
sistent with the historical character of such 
exterior” (section 170(h)(4)(B)G)(I]), as 
amended by the PPA). In addition, a sig- 
nificant part of the historic exterior must 
either be visible from a public area or the 
public be permitted access to see it regu- 
larly (Treas. Reg. 8 1.170A-14(d)(5)(iv)). 
Besides attaching Form 8283, Noncash 
Charitable Contributions, to their tax return, 
donors must also attach a qualified appraisal, 
photographs of the entire exterior of the 
building and a list of all of the restrictions 
on the development of the building. For tax 
deductions greater than $10,000 on an ease- 


ment for a building in a registered historic 
district, taxpayers are required to pay a $500 
filing fee with the tax return. 


AMOUNT OF THE DEDUCTION 
Under Treas. Reg. § 1.170A-l(c), the 
amount of a contribution in property (in- 
cluding conservation easements) is the do- 
nated property’s fair market value. 

Limitations on deduction. For individ- 
uals, the amount of the charitable contri- 
bution deduction from the donation of a 
conservation easement to a qualified 
organization for 2011 is limited to 50% of 
the individual’s contribution base (adjust- 
ed gross income, computed without regard 
to any net operating loss carryback), over 
the amount of all other allowable charita- 
ble contributions for that year (100% for 
contributions of agricultural or livestock 
production property by qualified farmers 
or ranchers), with a carryover period of 15 
years (section 170(b)(1)(E)). At the end of 
2011, this higher limitation amount is 
scheduled to sunset, and, barring a further 
extension of the higher limitation to sub- 
sequent years, the limitation of 30% of the 
contribution base and five-year carryfor- 
ward for capital gain property will apply 
(section 170(b)(1)(C)). 

Partnerships and limited liability com- 
panies pass the deduction through to their 
partners or members. The most significant 
limitation on the amount of the charitable 
deduction in this case is whether the prop- 
erty is considered ordinary income proper- 
ty or long-term capital gain property. If the 
property contributed as a conservation ease- 
ment is not a capital asset and gives rise to 
ordinary income, the taxpayer can take a de- 
duction equal to the fair market value (FMV) 
of the property less any gain that would not 
have been long-term capital gain if the prop- 
erty had been sold at the time of the con- 
servation easement contribution. If the 
property is considered a capital asset, the 
contribution amount generally is the prop- 
erty’s FMV. For C corporations (other than 
qualified farmers and ranchers), the total 
charitable contribution deduction is limit- 
ed to 10% of the corporation’s taxable in- 
come (as defined in section 170(b)(2)(C)). 
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Charitable contributions exceeding this 10% 
limitation can be carried forward for five 
years. 

Valuation issues. The main difficulty 
with conservation easement deductions 
and the basis of frequent disputes between 
the IRS and taxpayers is the method used 
to determine the fair market value of a con- 
servation easement. The regulations spec- 
ify it is the fair market value at the time of 
the contribution (Treas. Reg. 8 1.170A- 
14(h)(3)). The regulations state that “[i]f 
there is a substantial record of sales of ease- 
ments comparable to the donated ease- 
ment ... the fair market value of the 
donated easement is based on the sales 
prices of such comparable easements.” If 
there aren't any comparable easement 
sales, “the fair market value ... is equal to 
the difference between the fair market 
value of the property it encumbers before 

_the granting of the restriction and the fair 
market value of the encumbered proper- 
ty after the granting of the restriction” (the 
“before-and-after” method). 

In Whitehouse Hotel LP v. Commission- 
er, 131 TC 112 (2008), vacated and re- 
manded, 615 F3d 321 (5th Cir. 2010), the 
Tax Court used the comparable sales 
method to value a historic easement of fa- 
cade rights and disallowed $6.295 million 
of the $7.445 million claimed as a chari- 
table contribution by Whitehouse on its 
1997 tax return. However, on appeal, the 
Fifth Circuit Court of Appeals held that the 
Tax Court erred in not considering the 
highest and best use of the property. The 
Fifth Circuit stated that the Tax Court 
failed to consider that the Whitehouse 
property, the historic Maison Blanche 
building in New Orleans’ French Quarter, 
was to be used for the site of a Ritz-Carl- 
ton hotel and was adjoined to a former 
Kress department store building that the 
donor also owned, and that conveying the 
easement caused significant loss in market 
value for both buildings. The Tax Court 
was ordered to perform a revaluation. 

Appraisal issues. Donating a facade 
conservation easement requires obtaining 
an appraisal not more than 60 days before 
the contribution date and no later than the 


TAX 


due date (including extensions) of the re- 
turn on which the deduction is claimed. 
The quality of the appraisal is extremely 
important, and it must meet all of the re- 
quirements spelled out in Treas. Reg. 8 
1.170A-13(c). In Henry R. Lord (TC Memo 
2010-196) the Tax Court found that an ap- 
praisal was not a qualified appraisal be- 
cause it failed to state the contribution 
date, the date the appraisal was performed 
and the fair market value of the easement 
contribution on the contribution date. In 
a number of cases, the Tax Court has ques- 
tioned valuation assumptions or how they 
were applied using the before-and-after 
method (for example, Hilborn, 85 TC 677 
(1985); Strasburg, TC Memo 2000-94; and 
G. Paul Dorsey Jr, TC Memo 1990-242). 
Since passage of the PPA, appraisals and 
appraisers’ qualifications must meet cer- 
tain requirements and may have a large 
impact on the perceived quality of the ap- 
praisal as well. Section 170(f(11)(E)Gi) 
defines a qualified appraiser as one “who 
has earned an appraisal designation from 
a recognized professional appraiser or- 
ganization or has otherwise met minimum 
education and experience requirements.” 
The appraiser must also regularly perform 
appraisals for compensation and show 
proof of education and experience in valu- 
ing the type of property subject to the ap- 
praisal (sections 170(f)(11)(E)Gi) and Giii)). 
(For more on qualified appraisals and ap- 
praisers, see Treas. Reg. 8 1.170A-13(c) 
and “Life Insurance: What’s It Worth? 
(And Who Says?)” JofA, Jan. 2008, page 
32.) Given the significance of the appraisal 
as to the value of the donation and the abil- 
ity of the donation to withstand an IRS 
audit, donors should engage an appraiser 
who has experience valuing conservation 
easements and whose appraisals have suc- 
cessfully withstood IRS examination. If the 
dollar value of the donation is significant, 
it may be wise to obtain two appraisals. 


PRESERVING IMPORTANT 
VALUES 

Conservation easements help allow open- 
space land, natural habitats, historic struc- 
tures or other property having important 


value to society to be preserved while al- 
lowing donors to be compensated through 
a tax deduction in return for property re- 
strictions. The IRS has and will continue to 
scrutinize these transactions. Tax practi- 
tioners, taxpayers, appraisers and historical 
trusts need to be aware of the law, IRS guid- 
ance and recent court rulings to ensure that 
their clients have obtained adequate and ,, 
competent support for a donation. “ 


a, 
AICPA RESOURCES 


JofA articles 

# “Valuing Art for Tax Purposes,’ July 2010, 
page 30 

g “Life Insurance: What's It Worth? (And 
Who Says?)” Jan. 2008, page 32 


Use journalofaccountancy.com to find 
past articles. In the search box, click “Open 
Advanced Search” and then search by title. 


The Tax Adviser article 
“The Changing Landscape of Conserva- 
tion Easements,’ March 2011, page 166 


To find articles from The Tax Adviser, go to 
thetaxadviser.com and search by year in 
the left-hand column. 


CPE self-study 

2011 Individual Tax Returns Videocourse 
(#113632, DVD/manual/text; #113642, 
add'l text/manual for DVD; #113652, add’! 
manual for DVD) 

m@ 1040 Tax Return Workshop by Sid Kess 
(#735226) 


Conference i 
& National Tax Conference, Nov. 6-8, 
Washington : 


For more information or to make a pur- 
chase or register, go to cpa2biz.com or 
call the Institute at 888-777-7077. 


The Tax Adviser and Tax Section 

The Tax Adviser is available at a reduced 
subscription price to members of the Tax 
Section, which provides tools, technologies 
and peer interaction to CPAs with tax prac- 
tices. More than 23,000 CPAs are Tax Sec- 
tion members. The Section keeps members 
up to date on tax legislative and regulatory 
developments. Visit the Tax Center at 
aicpa.org/tax. The current issue of The Tax 
Adviser is available at thetaxadviser.com. 
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Insurance that helps you 
continue to live your life 


available to AICPA members and their families 


One of the most important—yet often 
overlooked—types of insurance protection 
is Long Term Care (LTC) coverage. And 
as an AICPA member, you and your family 
members have access to one of the most 
competitive plans available. 


LTC insurance provides benefits to help 
offset the cost for expenses encountered 
due to chronic illness or disability that 
medical and disability insurance may 
not cover. But the AICPA LTC Plan, 
with coverage issued by The Prudential 
Insurance Company of America, 
provides more: It can help pay for home 
modifications, such as ramps, at-home 
visitation from health aids, or even offer 
compensation for a family member 
acting as a care-giver. 


improved coverage that offers 
even more protection 

While the LTC Plan has been a part of 
the Insurance Trust’s suite of coverages 
for years, the Plan has recently undergone 
some changes, The Plan offers a host of 
features, such as: 


The AICPA Long Term Care Plan 


e An even higher Facility Daily Benefit 
to help pay for your care in a facility 

* Eligible assisted living or residential 
care facilities charges are now paid up 
to the Facility Daily Benefit amount 


Benefits if you require care while 
outside of the U.S., and 


* An option to receive a monthly cash 
benefit in lieu of reimbursement for 
eligible home care charges. 


Features for your care giver 

The AICPA Insurance Trust understands 
that tending to a chronically ill or disabled 
loved one may take a toll on care givers, 
as well. That’s why the LTC Plan offers 
protection for your loved ones: The Plan 
includes a respite care period. It provides a 
period of relief for your primary caregiver, 
so they can tend to their own lives and 
additional responsibilities. Additionally, 
the LTC Plan offers a 15% discount for any 
covered member who is married. 


Take advantage of your membership and 
the opportunity it offers to secure this 
important coverage. 








LTC rates are based on 
your current age—apply 
before your next birthday 
to lock in the lowest rate 
for your coverage. 





Learn more and apply 
online today by going to 





You may also call 
1-800-223-7473 to 

speak to a trained LTC 
representative or to 
request an Enrollment kit. 


Not an AICPA member, 
but want to take advantage 
of all of the benefits 
membership offers? 


Visit www.aicpa.org 
for membership 
information today. 


Coverage under the AICPA Long Term Care Plan is issued by The Prudential Insurance Company of America, 751 Broad Street, Newark, NJ 07102 (800) 732- 
0416. This coverage contains benefits, exclusions, limitations and eligibility requirements and specific terms and provisions under which the insurance coverage 
may be continued in force or discontinued. For specific costs and further details of coverage and the terms under which the policy may be continued in force or 
discontinued, you may call Aon Insurance Services, the Plan Administrator at (800) 223-7473. Coverage may not be available in your state. Coverage is issued 
under contract series 83500. Contributions for long-term care insurance coverage are collected from participants of the American Institute of Certified Public 
Accountants Insurance Trust (“Trust”). The Trust remits a portion of these contributions to the American Institute of Certified Public Accountants (“AICPA”) for 
services, meetings and other administrative costs which varies from year to year. Last year, this remittance was 0.92% of 2009 contributions. 


Prudential was selected to provide long-term care insurance to AICPA members through a Request for Proposal process that considered price, plan design and 
customer service capability. This is a solicitation for long term care insurance. Insurer issued codes: California COA #1179; NAIC #68241 
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Short-Term Rentals Preclude 
Use of Losses 





CPA tax practitioners who have clients involved 
in a real estate rental trade or business are no 
doubt aware of the rule allowing $25,000 of 
passive losses from rental real estate to be 
deducted against nonpassive income and the 
750-hour material participation rule for qualifying 
as a real estate professional under the passive 
activity loss rules. 


However, practitioners might not realize that a rule that 
treats rentals shorter than eight days as nonrental activities may 
foil a taxpayer's ability to meet the 750-hour material 
participation threshold. Earlier this year, taxpayers learned the 
hard way. 

In 2004, Todd and Pamela Bailey owned three rental 
properties. Todd Bailey, a physician, did not participate in the 
rental property activities. His wife, Pamela Bailey, operated and 
managed all aspects of the properties. She performed all of the 
bookkeeping and banking tasks, fielded telephone calls 
regarding the rentals, and paid the bills. She also performed 
most of the necessary on-site tasks such as cleaning and 
arranging the units for viewing or rental. During 2004, she also 
invested many hours researching, negotiating and planning to 
acquire a fourth rental property and in researching other 
potential acquisitions. 

When the Baileys’ 2004 joint income tax return was selected 
by the IRS for examination, Pamela Bailey provided a summary 
of 382 hours she spent on the two rental properties reported 
on Schedule E. She was further able to demonstrate that she 
had spent 192 hours researching potential acquisitions and 
105 hours in activities related to the acquisition of the fourth 
property. While the two rental properties on Schedule E sought 
“year-to-year” tenants, the third property, which the Baileys 
called The Inn on Alisal Road, was furnished and offered for 
short-term rentals, with an average stay of only three days. 
Pamela Bailey established that she spent 324 hours with 
respect to the inn. That activity was reported on Schedule C. 
Including the hours expended to acquire the fourth property, 
Pamela Bailey reported a total of 1,003 hours spent on real 


estate rental activities in 2004. 

As a result of the examination, the IRS disallowed various 
losses and deductions, resulting in an asserted tax deficiency of 
more than $19,000. The Baileys petitioned the Tax Court (Todd 
and Pamela Bailey v. Commissioner, TC Summary Opinion 
2011-22 (3/2/11)), where after stipulations the sole issue 
remaining was whether the taxpayers could deduct a net loss of 
$16,822 as nonpassive on their Schedule E from the two rental 
properties. Since the Baileys’ combined adjusted gross income 
exceeded $150,000, the $25,000 loss allowance under section 
469(i)(2) was phased out and not available. Therefore, the 
pivotal decision was whether all of Pamela Bailey’s hours 
counted toward the 750-hour material participation rule that 
would qualify her as a real estate professional under IRC 8 
469(c)(7). Under that rule, a taxpayer’s rental activities will not 
be treated as passive activities if: 

1. More than one-half of the personal services performed in 
trades or businesses by the taxpayer during such taxable 
year are performed in real property trades or businesses 
in which the taxpayer materially participates, and 

2. Such taxpayer performs more than 750 hours of services 
during the taxable year in real property trades or 
businesses in which the taxpayer materially participates. 

Given Pamela Bailey’s involvement in the rental properties 
and the fact that she had no other occupation during 2004, she 
clearly satisfied the first requirement. At first glance, it may also 
appear that she met the second requirement. However, the IRS 
and Tax Court disagreed. 

Because the average length of stay for the Inn on Alisal Road 
was less than eight days, the court held that Temp. Treas. Reg. 
§ 1.469-1T(e)(3)Gi)(A) specifically excluded the activity as a 
rental activity, and therefore it could not count as a real 
property trade or business in computing material participation 
as a real estate professional. Consequently, the 324 hours that 
Pamela Bailey worked on the inn were disregarded for 
purposes of the 750-hour test, leaving only 679 hours. As a 
result, the loss as originally reported on her Schedule E was 
disallowed as a passive activity. 

The temporary regulations also exclude from classification 
as a rental activity other uses of rental property, including 
those where “extraordinary personal services” are provided or 
those where the average period of customer use is 30 days or 
less and “significant personal services” are provided, or where 
rentals are treated as incidental to a nonrental activity of the 
taxpayer. 





By Pamela L. Pierce, CPA, (ppierce@jessupllp.com) senior man- 
ager with Jessup, Ingram, Burns & Associates LLP Tuscaloosa, Ala. 





To comment on this article or to suggest an idea for another article, 
contact Paul Bonner, senior editor, at pbonner@aicpa.org or 919- 
402-4434. 
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Enroll in the program today and enjoy expanded career opportunities as the 
momentum to permit or require IFRS continues to spread around the world. 





he IF rtificate Pro n includes a comprehensive, integrated curriculum of 25 online 
See courses ae Di ationd resources to provide basic training, knowledge and practical 
guidance on the international financial reporting standards. Developed by subject matter 
experts from around the world, this scenario-based series of courses uses multimedia elements 
such as audio, video and interactive exercises and case studies to guide you through the 
concepts under each area of IFRS. 
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e Multinational organizations 

e U.S.-based subsidiaries of foreign parent corporations 

 U.S.-based parent companies with international subsidiaries that have adopted IFRS 
® Public companies 

° Large private companies 


* Public practice who serve public or international companies with audit, preparation, 
or advisory services 
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TRADE OR BUSINESS 


DIFFERENT TAX RESULTS FOR 
TWO HORSE BREEDERS 

The Tax Court recently allowed claimed 
losses from horse-breeding activities in 
one case but denied them in another. In 
the first case, the court held that the 
taxpayers could deduct all of the expenses 
of their horse-breeding activity, since they 
had a profit motive when they started and 
conducted the activity. In the other case, 
the court disallowed all the taxpayer’ 
expenses because, the court said, it could 

- not determine their reasonableness. 

Mark and Patti Blackwell engaged in 
horse breeding and training in Delano, 
Minn., from 2000 to 2009 on property that 
included their personal residence. Patti 
Blackwell, who had a bachelors degree in 
equine industry management, took care of 
the horses while Mark Blackwell, who had 
an MBA degree and many years of business 
experience, handled the business side of 
the activity. From 2003 to 2009, the couple 
never reported an annual profit, while 
cumulatively reporting gross income of 
$166,640, net operating losses of $639,637 
and gains from the sale of horses of $86,709. 
Because of the losses, the couple terminated 
the business in 2009. The IRS audited the 
couple’ tax returns for 2005 and 2006 
and disallowed all expenses in excess of 
income, claiming the couple had no profit 
motive. 

The Blackwells challenged the IRS 
determination in Tax Court, which held 
that their horse activity was a business. 
Analyzing the activity using the nine 
factors in Treas. Reg. 8 1.183-2(b), it 
found that the couple (1) conducted the 
activity in a reasonably businesslike 
manner; (2) had the requisite expertise for 
the activity; (3) invested the time, effort 
and resources expected of a business 


venture; (4) reasonably expected that 
some horses would have significant value; 
(5) had been successful in a number of 
other business enterprises; (6) had 
incurred the losses in the activity during 
its startup stage, when losses would be 
expected; (7) had the opportunity to earn 
a profit from the activity; and (8) were 
motivated by more than personal or 
recreational reasons. Although the ninth 
factor, the taxpayers financial status, 
weighed against finding that the activity 
was a business, the court did not assign 
great weight to it, due to the minimal 
recreational aspects of the activity. 

In the other case, Peter Van Wickler, a cell 
tower construction manager, purchased an 
interest in a mare lease program from a 
company that marketed horse-breeding 
activities. The program gave investors the 
chance to acquire profitable horses but 
also had tax benefits. An investor would 
pay initial expenses with loan proceeds 
and then repay the loans with tax refunds 
from the carryback of net operating losses 
(NOLs) to prior tax years. On his 2002 
and 2003 federal income tax returns, Van 
Wickler reported no income from the 
activity but $2,691,405 in expenses for 
2002 and $46,032 for 2003. He later 
received a refund of prior-year taxes due to 
his NOL. In 2007, the IRS assessed a 
deficiency, disallowing all of Van Wickler’s 
horse-breeding expenses for 2002 and 
2003. The taxpayer petitioned the Tax 
Court for relief. 

The court held that section 162, 
allowing taxpayers to deduct ordinary and 
necessary expenses related to a trade or 
business, did not apply. Van Wickler was 
not involved in the activity on a regular or 
continuous basis, and therefore he was not 
carrying on a trade or business. The court 
then determined whether the expenses 
qualified as ordinary and necessary 


expenses of an activity entered into for the 
production of income as described in y» 
section 212. The court found that the 
taxpayers expense information for the 
activity lacked clarity, rendering it 
impossible to determine if any of the 
expenses were reasonable in amount, a 
requirement for them to be ordinary and 
necessary. Thus, it held that none of the 
expenses were deductible. 

@ Mark E. and Patti L. Blackwell v. Com- 
missioner, TC Memo 2011-188 

@ Peter J. Van Wickler and Laurie E. 
Janak v. Commissioner, TC Memo 2011- 
196 


By Charles J. Reichert, CPA, instructor of 
accounting, University of Minnesota—Duluth. 


DEPRECIATION AND 
AMORTIZATION 


NONCOMPETE AGREEMENT !S 
A SECTION 197 INTANGIBLE 

The First Circuit Court of Appeals, affirming 
the Tax Court, held that a covenant not to 
compete must be amortized over 15 years 
rather than its one-year term. 

Recovery Group Inc. was an S corp- 
oration that provided services to insolvent 
companies. To buy out the interest of one of 
its founders, Recovery redeemed all of his 
stock, which represented 23% of all the 
corporations stock. The buyout agreement 
included a noncompete covenant. Recovery 
amortized the covenant over its life of 12 
months. The IRS determined that the 
covenant was an IRC 8 197 intangible and 
therefore amortizable by Recovery over 15 
years. Recovery petitioned the Tax Court. 

Section 197(d)(1)(E) specifies that a 
section 197 intangible includes “any 
covenant not to compete (or other 
arrangement to the extent such arrangement 
has substantially the same effect as a covenant 


ee 
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not to compete) entered into in connection 
with an acquisition (directly or indirectly) of 
an interest in a trade or business or 
substantial portion thereof.” 

Recovery argued that “interest in a trade 
or business” means a 100% ownership 
interest and that “thereof” modifies “interest 
in a trade or business,” so that 15-year 
amortization would apply only to 
acquisition of a “substantial portion” of a 
trade or business. The IRS argued that 
“thereof” modifies “trade or business,” so 
that 15-year amortization would apply to 
the acquisition of any interest in a trade or 
business. The Tax Court sided with the IRS 
and held that the covenant must be 


TAX MATTERS 


amortized over 15 years. 

The First Circuit rejected Recovery’ 
argument that section 197(d)(1)(E) applies 
only to stock acquisitions considered 
substantial. It said the legislative history 
indicates that Congress was trying to 
prevent taxpayers from taking a quick 
deduction of part of the costs of stock 
acquisitions by understating the value of 
stock and overvaluing covenants not to 
compete. Thus, Congress required covenants 
related to stock acquisitions to be 
included in the definition of section 197 
intangibles and intended for the provision 
to be applied to acquisitions of any 
shares of corporate stock, not just 100% 


Shares of Corporate Taxes, Net Worth and Receipts by 


Industry, 1999-2008 


Net Receipts* 


ie ~28.0% 


Fee 


fg 14.8% 


~2.3% 


eB) 


@ Manufacturing 

§ Finance and Insurance 

@ Wholesale and Retail Trade 
Holding Companies 

® Information 

® Construction 

© All Other 


Taxes After Credit 


*Total receipts less interest payments. 


Source: Eric Toder, “Which Industries Pay Corporate Income Taxes?” Tax Notes Today, June 29, 2011, 
tinyurl.com/6x35mgn, data from IRS Statistics of Income Division, Table 14b, tinyurl.com/43xx7Ix. 
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acquisitions, the court said. 

Consequently, the First Circuit concluded 
that section 197(d)(1)(E) applies to a covenant 
acquired as a result of the redemption of 
23% of the company’s stock. 

@ Recovery Group Inc. v. Commissioner, 
docket no. 10-1886 (1st Cir. 7/26/11), affg 
TC Memo 2010-76 


By Laura Jean Kreissl, Ph.D., assistant pro- 
fessor of accounting, and Darlene Pulliam, 
CPA, Ph.D., Regents Professor and McCray 
Professor of Accounting, both of the College of 
Business, West Texas AGM _ University, 
Canyon, Texas. 


HEALTH CARE REFORM 


HEALTH CARE PREMIUM CREDIT 
RULES PROPOSED 

The IRS released proposed regulations in 
August (REG-131491-10) implementing 
the health insurance premium tax credit, 
which was enacted last year by the Patient 
Protection and Affordable Care Act and the 
Health Care and Education Reconciliation 
Act and is effective starting in 2014. 

The proposed regulations were part of 
a “next step” announced by the Treasury 
Department and the Department of 
Health and Human Services (HHS) to 
establish “affordable insurance exchanges” 
that under the health care acts will 
allow individuals and small businesses to 
purchase private health insurance coverage, 
also starting in 2014. 

Together, the IRS and HHS released three 
sets of proposed rules. The proposed IRS 
regulations provide guidance to the insurance 
exchanges—and to individuals who enroll in 
the exchanges’ health plans—in claiming the 
premium tax credit, including an advance 
credit. The other proposed rules, released 
by HHS, provide guidance on eligibility 
determination for enrollment in a qualified 
health plan or insurance affordability program 
and address coordination of exchange 
coverage with Medicaid and the Children’s 
Health Insurance Program. 

To be eligible for a premium tax credit 
(IRC § 36B(c)(1)), a taxpayer must (1) 
have household income between 100% 
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and 400% of the federal poverty line 
amount for his or her family size, (2) not 
be claimed as a dependent by another 
taxpayer and (3) if married, file a joint 
return. The credit amount is the sum of 
“premium assistance amounts” for all 
coverage months, that is, any month the 
taxpayer or any family member is covered 
by a qualified health plan through an 
exchange and the premium is paid by the 
taxpayer or through an advance credit 
payment. The assistance amount is the 


TAX MATTERS 


caused or contributed to the error, the 
courts said those lapses did not rise to the 
level of misconduct that would justify 
special treatment. 

In the first case, the First Circuit Court 
of Appeals affirmed a district court ruling 
that the IRS does not have authority to grant 
a second extension for estate tax filings 
unless the filer qualifies for one of three 
good-cause exceptions. In doing so, the 
First Circuit declared that Treas. Reg. § 
20.6081-1(b) satisfies the Chevron reason- 


The court said that an IRS employee's giving 
incorrect tax law advice is not a ministerial act 
under section 6404,when considering an 
abatement of interest. 


lesser of (1) the premium amount for the 
qualified health plan in which a taxpayer 
or family member enrolls or (2) the result 
of a formula based on a “benchmark plan” 
and the taxpayers household income 
(section 36B(b)). 

The IRS proposed regulations: 

m@ Address the eligibility criteria for 
the credit for a tax year, including 
who is an eligible taxpayer and the 
minimum essential coverage rules 
for government-sponsored cover- 
age and employer-sponsored cover- 
age. 

@ Provide guidance on the computa- 
tion of the premium tax credit. 

@ Describe the requirements for rec- 
onciling the advance payments of the 
credit with the actual credit amount 
and determining the amount of any 
additional credit or additional income 
tax liability. 


FILING DATES 


TWO ESTATE TAX RULINGS 
UPHOLD IRS REGULATORY 
INTERPRETATIONS 

In two recent estate tax cases, executors 
were denied timeliness-related claims, 
and although in both cases the executors 
said administrative failures by the IRS 


ableness requirement (Chevron USA Inc. v. 
Natural Resources Defense Council Inc., 467 
U.S. 837 (1984)) and merits deference. 

The case concerned the estate of 
Margaret W. Dickow. As executor of her 
estate, her husband, D. Charles Dickow, 
sought a refund of estate taxes based on 
two arguments: (1) that the IRS’ position 
that IRC § 6511(b)(2)(A) bars a second 
extension of an estate tax filing deadline was 
in error and (2) that the IRS was equitably 
estopped from refusing the refund claim 
because it did not explicitly inform Dickow 
that it had been denied. Not informing him 
amounted to misrepresenting that the 
requested second extension had been 
granted, he argued. 

After filing a timely first extension and 
paying $945,000 of estimated tax, Dickow 
submitted the second extension request. 
He altered a standardized Form 4768 by 
hand to request an additional six-month 
extension to Oct. 15, 2004. The IRS 
rejected this second request but did not 
send notification that it had granted or 
denied it. Dickow mailed the estate’s 
federal tax return claiming a refund of 
$337,140 on Sept. 30, 2004. The IRS 
refunded the requested amount. Three 
years later, Dickow submitted an amended 
return claiming an additional $237,813 
refund. The IRS denied Dickow’ claim for 


the additional refund, and he filed suit in 
federal district court in Massachusetts. 

The district court determined that 
section 6081(a) is ambiguous as to 
whether the IRS could grant more than 
one six-month extension. However, the 
court gave deference to Treas. Reg. 8 
20.6081-1(b), limiting the extended time 
period to six months, as a reasonable 
interpretation of an ambiguous statute. 
Because Dickow’ claim was filed more 
than three years after the extension due 
date and his request did not satisfy one of 
the limited good-cause exceptions in 
Treas. Reg. § 20.6081-1(c), the court held 
that his refund request was untimely. 

The district court also rejected Dickows 
equitable estoppel argument, holding that 
“the doctrine of equitable estoppel cannot 
be used to extend the time to file a tax 
refund claim.” Even if equitable estoppel 
had been applicable, the court found, the 
IRS failure to expressly reject the extension 
request was not a material misrepresenta- 
tion that the second extension had been 
granted and did not rise to the level of 
affirmative misconduct, which must be 
proved for the doctrine to be invoked. 

Affirming the lower court decision, the 
First Circuit noted that “we may not 
disturb the IRS rule unless it is arbitrary or 
capricious in substance, or manifestly 
contrary to the statute. ... We think the 
regulations are clear when read as a whole 
that no second extension was available.” 

In Telesmanich v. Commissioner, the Tax 
Court held that the IRS did not abuse its 
discretion in denying an estate's request 
for abatement of interest assessed per 
section 6601(a). Due to international 
probate issues, the executor of Nicholas 
Telesmanichs, estate, his nephew Kresimir 
Telesmanich, could not access funds from 
the estate until eight years after the 
decedent died. The executor called the 
IRS, and an unidentified employee told 
him to file Form 1041 and pay amounts 
due when he gained access to the funds. 
The employee did not mention whether 
interest would be assessed. 

Section 6404(e)(1) allows the IRS to 
abate the assessment of interest to the 
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extent that any unreasonable error or 
delay in payment of tax is attributable to 
an officer or employee of the IRS being 
erroneous or dilatory in performing a 
ministerial or managerial act. The court 
held that the IRS did not abuse its 
discretion in denying the request for 
abatement of interest. The court said that 
an IRS employee’ giving incorrect tax law 
advice is not a ministerial act under 
section 6404. Furthermore, Telesmanich 
did not show that the IRS employee’ error 
caused him to delay paying the taxes, since 
he did not have access to the funds to 
pay them. Finally, it denied Telesmanich’s 
equitable estoppel argument because it 
found that the IRS employee’s giving 
inaccurate information did not constitute 
affirmative misconduct. 

B Dickow v. U.S., docket no. 10-2151 
(1st Cir. 8/19/11), aff 740 FSupp. 2d 231 
“(D. Mass. 2010) 

@ Estate of Telesmanich v. Commissioner, 
TC Memo 2011-181 


By Dayna E. Roane, CPA, M.Tax., Perry & 
Roane PC, Boulder, Colo. 


EXEMPT ORGANIZATIONS 


FINAL REGS IMPLEMENT FORM 
990 CHANGES 
The IRS issued final regulations on Sept. 7, 
2011, (TD 9549) implementing extensive 
revisions made in 2008 to Form 990, 
Return of Organization Exempt From Income 
Tax. The final regulations provide new 
threshold amounts for reporting compen- 
sation, require that compensation be 
reported on a calendar-year basis and 
modify the rules requiring information 
reporting upon a substantial contraction. 
The final regulations adopt with some 
modifications temporary and proposed 
rules the Service issued in September 
2008 (TD 9423 and REG-142333-07). 
The final regulations eliminate the 
advance ruling process for new organiza- 
tions. Instead of requesting a determina- 
tion of its public charity or private 
foundation status in its application for 
recognition of tax-exempt status, an 


TAX MATTERS 


organization will qualify as a publicly 
supported organization (and thus a public 
charity) in its first five years if it can show 
in its application that it reasonably expects 
to receive the requisite level of public 
support during that period. 

For purposes of the IRC § 509(a) public 
support test, the regulations lengthen the 
timeline for computing public charities’ 
level of public support from four years to 
five: four prior years plus the current tax 
year. Charities that fail the public support 
test must be classified as private founda- 
tions. The public support test requires a 
charity to receive more than one-third of 
its support each tax year from qualifying 
gifts, grants, contributions or membership 
fees, or gross receipts from activities that 
are not an unrelated trade or business. 
Under the temporary and proposed 
regulations, those that fail to meet the test 
in one tax year could be reclassified as a 
private foundation as of the first day of the 
next succeeding tax year if they also 
continue to fail the test in that succeeding 
year. 

The final regulations modify the 
temporary and proposed regulations to 
provide that charities that fail to meet the 
public support test for two consecutive 
tax years will be treated as a private 
foundation as of the beginning of the 
second year of such failure, but only for 
purposes of sections 507 (termination of 
private foundation status), 4940 (excise 
tax on investment income) and 6033 
(organizations required to file). An 
organization otherwise will be treated as a 
private foundation as of the first day of the 
third consecutive tax year. 

The regulations require an organization 
to use the same accounting method for 
computing its public support that it uses 
to keep its books and that it uses to report 
on Form 990. Previously, organizations 
were required to use the cash method 
when computing public support and 
reporting on Schedule A, Public Charity 
Status and Public Support. 

The final regulations also restore 
language inadvertently deleted from the 
temporary and proposed regulations 


allowing grantors and donors a limited 
ability to rely in certain instances on a 
written statement by the organization of 
its authorization to receive tax-deductible 
donations. They also provide that, for 
purposes of section 4966 (excise tax on a 
sponsoring organization of a donor- 
advised fund), sponsoring organizations 
may rely on an IRS determination letter or * 
ruling that a grantee organization has 
similar authorization. 

In late 2007, the IRS released the 
redesigned Form 990, which introduced 
new schedules and reporting requirements 
and thresholds (see “The Redesigned Form 
990,” JofA, March 2009, page 72). Exempt 
organizations required to file Form 990 
have been required to use the new form for 
tax years beginning in or after 2008. 

Among areas subject to greater details 
of disclosure (to both the IRS and the 
public) in the revised form are reportable 
compensation to officers, related organiza- 
tions and key employees; organizational 
structure, including relationships to other 
organizations or unrelated partnerships; 
and internal policies including those 
addressing conflicts of interest, whistle- 
blowers and document retention. The 
form now also delves deeper into 
organizations’ activities, including those 
furthering their exempt purposes or 
potentially at odds with them, such as 
political and lobbying activities. It has new 
reporting requirements for tax-exempt 
hospitals and requires more details regard- 
ing grants exempt organizations make to 
others, 

The final regulations are effective Sept. 
8, 2011, and apply to tax years beginning 
on or after Jan. 1, 2008. 


PRACTICE AND PROCEDURES 


TIGTA: RESOLUTION OF MATH 
ERROR DISPUTES OFTEN LATE, 
SOMETIMES WRONG 

In taxpayer disputes over its correction of 
math errors on returns, the IRS was wrong 
17% of the time and late in resolving 
disputes 40% of the time, the Treasury 
Inspector General for Tax Administration 
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Math Errors, Notices, 2006-2010 
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(TIGTA) found. 

IRC § 6213(b)(1) allows the IRS to 
adjust items on tax returns without an audit 
for math or clerical mistakes including 
computational errors, tax credit claims that 
exceed allowable limits, and incomplete 
or incorrect supporting information includ- 
ing missing or incorrect Social Security 
numbers and missing documentation. The 
Service has been using this authority 
increasingly in recent years, with much of 
the higher level of errors stemming from 
the making work pay credit and its 
interaction with stimulus payments and 
credits 

When it makes math error adjustments 
to a taxpayers tax return, the IRS sends a 
notice to the taxpayer. The taxpayer then 
has an opportunity to dispute the IRS’ 
adjustment. Under IRS guidelines the tax- 
payer should receive a final response from 
the IRS within 30 calendar days from the 
taxpayer’ initial telephone call or written 
correspondence. 
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During the period in 2010 that TIGTA 
studied, the IRS issued approximately 8.6 
million math error notices. A total of 
133,186 taxpayers disputed the adjust- 
ments made to their tax returns. In an 
audit, TIGTA studied a sample of 260 of 
the taxpayer responses contesting math 
error adjustments. It found that 104 of the 
260 responses (40%) were not resolved in 
a timely manner by the IRS and that 43 of 
the responses (17%) were not resolved 
accurately. 

TIGTA also found that the IRS had no 
processes in place to monitor the timeli- 
ness of math error notice responses. It 
noted in its report that almost every fail- 
ure to timely respond in its sample 
occurred when taxpayers had written to 
the IRS. IRS management indicated to 
TIGTA that taxpayer telephone respons- 
es are given priority during the filing sea- 
son because telephone responses are 
addressed when received. 

TIGTA recommended that the IRS 


develop processes to ensure that math 
error disputes with taxpayers are resolved 
more quickly and accurately. 


QUALIFIED DISCLAIMER 


FIFTH CIRCUIT UPHOLDS 
QUALIFIED DISCLAIMER 
In an unpublished opinion, the Fifth » 
Circuit Court of Appeals held that a 
disclaimer by a legatee did not result in a 
lapsed bequest under Mississippi state law 
that would have resulted in taxable gifts of 
property passing to the legatee’s heirs. 

The circuit court thus reversed and 
remanded a decision by the federal district 
court for southern Mississippi that had 
ruled for the IRS on the issue. 

Franklin M. Tatum Sr. (Tatum Sr.) died 
testate in 1987 in Mississippi. He devised 
60% of his residual estate, which included 
valuable stock, to his son, Franklin M. 
Tatum Jr. (Tatum Jr.), and 20% shares to 
each of Tatum Sr.’s two grandsons by his 
only other son, who had predeceased him. 
The will also provided that if any of the 
legatees predeceased Tatum Sr., their 
shares would pass to their descendants per 
stirpes. 

Later in 1987, Tatum Jr., who was also 
one of three executors of his father’s will, 
disclaimed his interest in a letter to him- 
self and the other executors. Accordingly, 
the probate court entered an order stating 
that Tatum Jr.s disclaimed share would 
pass to his children as if Tatum Jr. had pre- 
deceased his father. In 1997, the stock was 
distributed to the heirs, including Tatum 
Jrs children. 

Tatum Jr. died in 2003, and his wife, 
Doris Tatum, predeceased him in 2001. 
Both died testate. In 2008, the IRS sent 
notices of deficiency to the estates of both 
Tatum Jr. and Doris Tatum, alleging they 
failed to pay a combined $1.48 million in 
gift taxes due for 1997. The estates paid 
the taxes under protest and sued for a 
refund in district court. The IRS also 
asserted a negligence penalty, and if the 
court ruled for the IRS, the estates would 
have also owed more than $1.7 million in 
interest. 
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The district court said that Tatum Jr.’s 
disclaimer was not qualified under IRC § 
2518(a) and therefore not exempt from 
gift tax because it failed the requirement of 
section 2518(b) that a qualified disclaimer 
must be made by an “irrevocable and 
unqualified refusal” of an interest in prop- 
erty and the requirement of section 
2518(b)(4) that, as a result of the dis- 
claimer, the interest must pass to the dis- 
claimant's spouse or another person with- 
out any direction by the disclaimant. The 
IRS argued that because Tatum Sr. made 
no clear provision in his will for an alter- 
nate disposition of the bequest if it was 
disclaimed but only provided an alternate 
disposition if Tatum Jr. predeceased him, 
the property passed to Tatum Jr. by intes- 
tate succession as a lapsed bequest. 

While acknowledging the result 
“seems unfair,” the court said Tatum Jr. 
never disclaimed whatever intestate inter- 
est he might have had in the property and 
therefore his disclaimer was not a qualified 
disclaimer under section 2518(a). The 
court also noted that if Tatum Sr. had died 
after 1994, when Mississippi adopted the 
Uniform Disclaimer of Property Interest 
Act, state law would likely have favored 
the estates. 

On appeal, the Fifth Circuit said that 
the general proposition that a lapsed 
bequest becomes intestate property was 
qualified by Mississippi’ anti-lapse statute 
(Miss. Code Ann. § 91-5-7), which pro- 
vides that when the deceased beneficiary 
is a child of the testator, the bequest does 
not lapse but passes as if the legatee had 
survived the testator and then died intes- 
tate. In that case, Tatum Jr.’s interest 
would have passed to his heirs without 
any direction on his part, thus meeting 
the Code’s requirement for a qualified 
disclaimer. 

B Tatum vy. U.S., docket no. 10-60852 
(5th Cir. 8/8/11), rev’g Estate of Tatum Jr. v. 
U.S., docket nos. 2:09cv00048-KS-MTP 
and 2:09cv00049-KS-MTP (S.D. Miss. 
10/6/10). 


Tax Matters editor Paul Bonner can be reached 
at pbonner@aicpa.org or 919-402-4434. 
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Line Items 


FIFTH CIRCUIT REAFFIRMS 
DENIAL OF SIX-YEAR 
ASSESSMENT PERIOD FOR 
OVERSTATED BASIS 

In an unpublished opinion, the Fifth 
Circuit Court of Appeals affirmed the 
Tax Court’s holding that the IRS was 
not entitled to a six-year period under 
IRC § 6501(e) for assessment of tax 
for omission from gross income where 
an understatement of income from gain 
was caused by the taxpayer’s over- 
statement of basis. In so holding, the 
Fifth Circuit followed its own prece- 
dent set earlier in 2011 in Burks v. 
U.S. (633 F. 38rd 347 (2/9/11)) and 
reiterated its departure from the rea- 
soning adopted by a growing number 
of other circuits that have ruled for the 
IRS on the issue. The case is Equipment 
Holding Co. LLC v. Commissioner, 
docket no. 09-60866, affirming Tax 
Court docket no. 18737-07 (also unpub- 
lished). For previous Tax Matters dis- 
cussion of the issue, including Burks, 
see “Circuit Split Deepens on Six-Year 
Period for Basis Overstatements,’ May 
2011, page 58. 


FINAL REGULATIONS GOVERN 
EVIDENCE OF DELIVERY TO 
THEIRS 

The IRS issued final regulations pro- 
viding guidance on how taxpayers can 
prove the timely delivery of physical 
documents to the IRS or the Tax Court, 
absent direct proof of delivery (TD 
9543). The regulations provide that 
proper use of registered or certified 
U.S. mail or a private delivery service, 
under criteria to be established by the 
IRS, will provide prima facie evidence 
of delivery. 

IRC § 7502(c) establishes that if 
“any return, claim, statement, or other 
document” is sent to the IRS or the Tax 
Court by registered mail, the registra- 
tion will serve as prima facie evidence 
of delivery. The IRS has previously 


extended this treatment to certified 
mail under authority of section 7502. 
The federal courts have split over 
whether section 7502(c) establishes 
the exclusive means to establish prima 
facie evidence of delivery so that tax- 
payers can raise a presumption of 
delivery only when they have used reg- 
istered or certified mail. 

Given the split in the courts, the 
final regulations are designed to clari- 
fy the rule for prima facie evidence of 
delivery. Under the regulations, taxpay- 
ers will be able to establish prima facie 
evidence of delivery if they use a pri- 
vate delivery service under criteria that 
the IRS will establish in future guid- 
ance. However, direct proof of actual 
delivery, proof of proper use of regis- 
tered or certified mail, and proof of 
proper use of a private delivery service 
designated in the future guidance will 
be the only ways taxpayers will be able 
to establish prima facie evidence of 
delivery of documents that have a filing 
deadline prescribed by the internal rev- 
enue laws. 

The final regulations apply to any 
payment or document delivered in an 
envelope postmarked after Sept. 21, 
2004. 


NINTH CIRCUIT AFFIRMS TAX 
COURT IN PETTER 

The Ninth Circuit Court of Appeals 
affirmed the Tax Court’s holding in 
Estate of Petter (docket no. 10-71854 
(9th Cir. 8/4/11), aff’g TC Memo 2009- 
280) allowing an increase in a taxpayer's 
charitable deduction caused by the IRS’ 
redetermination of the value of gifted 
interests in a family LLC that caused 
additional interests in the LLC to be 
transferred to two charitable founda- 
tions. 

The case involved stock that the 
decedent, Anne Petter, transferred to a 
family LLC in exchange for LLC mem- 
bership interests (membership units). 
She gifted or sold membership units in 
the LLC to two trusts, one for each of her 
children, and made gifts of membership 
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units to two charitable foundations. 
Under the transfer agreements with 
the trusts, the gifts to them were the 
number of LLC units equal to the dol- 
lar amount of Petter’s unused lifetime 
exclusion amount. Any number of 
membership units above that amount, 
up to a maximum number of member- 
ship units, were gifted to the charita- 
ble foundations. Under the transfer 
agreements, if the value of the mem- 
bership units transferred to the trusts 
as finally determined for federal gift tax 
purposes was more than Petter’s 
remaining gift tax exclusion, the trusts 
were required to transfer additional 
membership units to the charitable 
foundations. 

On audit, the IRS determined that 
the LLC membership units had been 
significantly undervalued, thus requir- 
ing the trusts to transfer additional 
membership units to the charitable 
foundations. However, the IRS denied 
the estate an increased charitable 
deduction for the additional units 
transferred, arguing in part that the 
foundations’ receipts of the additional 
membership units were not valid gifts 
under Treas. Reg. § 25.2522(c)- 
3(b)(1) because they were subject to 
a condition precedent (the occurrence 
of some act or event). 

The Tax Court, rejecting the IRS’ 
condition precedent argument, held 
(see “New Life for Charitable Lids,” 
JofA, Sept. 2010, page 50) that the 
increased charitable deduction was 
valid. 

The Ninth Circuit concurred, find- 
ing that the final value of the member- 
ship units {which determined the num- 
ber of shares given to the foundations) 
was a constant, even though it was 
unknown at the time of the transfer, 
and that the value was not changed by 
the occurrence of the audit. The audit 
merely ensured that the foundations 
received the correct number of units. 
Therefore, the gift of the membership 
units was not subject to a condition 
precedent. ~ 
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FROM THE TAX ADVISER 


IRS PROCEDURE & ADMINISTRATION 


Employer Duties 
Regarding IRS Levies 


hen a taxpayer fails to satisfy his or her tax 


liabilities, the IRS has an array of administrative 

tools that it can call upon to obtain the taxpayers 

compliance. One method is levying the taxpay- 
ers wages at the source under Internal Revenue Code provisions 
that require employers to help the IRS in its 
tax collection efforts. This item addresses an 
employer’ rights and responsibilities when re- 
quired to comply with an IRS wage levy. 

IRC § 6332 provides that “any person in 
possession of (or obligated with respect to) 
property or rights to property subject to levy 
upon which a levy has been made shall, upon 
demand of the Secretary, surrender such prop- 
erty or rights ... to the Secretary.” Employers 
fall squarely within the category of persons re- 
quired to comply with a levy: Upon levy, the 
employer must withhold and remit amounts 
specified in the IRS tables (Publication 1494) 
until the outstanding tax liability has been sat- 
isfied or.the levy is released. 

Employers who do not comply or who re- 
fuse to surrender property subject to a levy can be held person- 
ally liable for the value of the property not surrendered and may 
additionally be subject to a penalty equal to 50% of that prop- 
ertys value (IRC 8 6332(d)(2)). It is not uncommon for employees 
to argue with employers against compliance with an IRS levy. Em- 
ployees may appeal to the employer's sympathies for the hard- 
ship the levy will cause or threaten legal action. Employers are 
stuck in a quandary: Do they acquiesce to an employee’s wish- 
es and risk personal liability or comply with the levy and strain 
their relationship with the employee? Fortunately, section 6332(e) 
relieves the employer (or any third party subject to a levy) from 
having to make the decision: An employer who complies with a 
levy “shall be discharged from any obligation or liability to the delin- 
quent taxpayer and any other person with respect to such proper- 
ty or rights to property arising from such surrender or payment” 
(emphasis added). 

This point was recently affirmed in a case where the court 
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held not only that section 6332(e) precluded the taxpayer from 
seeking relief against his employer but also, more broadly, held 
that, “Even where a levy is determined to be invalid, the custo- 
dian of the property is still immune from liability from actions 
arising from its compliance with the levy” (Hunter v. University 


of Louisville, No. 2010-CA-001613-MR, slip 
op. at 4 (Ky. Ct. App. 8/5/11)). 

In practice, employers do not have a choice 
in deciding whether to comply with an IRS 
levy; they have much to lose and nothing to 
gain from noncompliance. Notwithstanding 
their broad immunity from employees’ claims, 
employers should nonetheless be cognizant of 
their legal responsibilities to both the IRS and 
their employees in dealing with levies. 

For a detailed discussion of the issues in 
this area, see “Employers Immune from Suit 
for Complying with IRS Levy,” by Michael P. 
Mansour in the November 2011 issue of The 
Tax Adviser. 

—Alistair M. Nevius, editor-in-chief 
The Tax Adviser 


Also look for articles on the following topics in the November 
2011 issue of The Tax Adviser: 
i@ An examination of 100% bonus depreciation and the min- 
imum tax credit. 
™@ An update on employee benefits and pension develop- 
ments. 
@ A discussion of S corporation issues. 


The Tax Adviser is the AICPA’s monthly journal of tax planning, 
trends and techniques. AICPA members can subscribe to The Tax 
Adviser for a discounted price of $85 per year. Tax Section 1 mem- 
bers can subscribe for a 1 discounted price of $30 per year. Call 
800-513-303 : : 
to the magazin 
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The building blocks for growth, profit, and success. 


Forward-thinking accounting firms are literally transforming the way they do business by leveraging the 
many benefits of cloud-based technologies. The Trusted Business Advisor Solutions™ program from 
CPA2Biz provides best-of-breed accounting solutions, along with a full array of practice development, 
client assessment, and marketing tools that support your efforts, guide you through the process of 
understanding clients’ needs, and help educate clients on how cloud computing solutions can transform 
the way they work. All of which will help position your firm as a leader and enhance your status as a 


trusted business advisor. 


To learn more call 1.855.855.5CPA, 
or visit cpa2biz.com/BusinessSolutions 


Technology Q&A 


by J. Carlton Collins 


CAN YOU KEEP A SECRET (FOLDER)? 
I created a hidden folder on my desktop to prevent 
others from seeing it when using my computer or 
accessing my computer across the network. I did this 
by right-clicking on the folder and selecting Prop- 
erties then, under the General tab, checking Hidden. While this 
did hide my folder, now I can’t find it. Can you tell me how to 
get my folder back? Also, is it possible to create an invisible fold- 
er on my desktop that I can actually access and use? 
To find the hidden folder on your desktop, open Windows 
Explorer by clicking the Start button, then select Programs 
(or All Programs), Accessories, Windows Explorer. In the Ex- 
plorer window, browse to your Desktop and open the Folder Op- 
tions dialog box as follows: 
& Windows 7 and Vista—from the Organize dropdown menu, 
select Folder and Search Options. 
= Windows XP—from the Tools menu, select Folder Options. 
Next, on the View tab, under the Hidden files and folders 
option, select the radio button labeled Show hidden files and 
folders (or Show hidden files, folders and drives) and click 
OK. Your hidden folder will now be transparently visible, which 
will enable you to open it. Right-click on the folder and select 
Properties, then uncheck the Hidden box to make the folder 
visible. 
To create a hidden folder (in Windows 7, Vista and XP) that 
is hidden but still accessible, right-click on the desktop folder you 
want to hide and select Properties, Customize, Change Icon. 








Change Icon for Folder & 





Look for icons in this file: 
ystemRoot%\system32\SHELt32.dll 


Select an icon from the list below: 

















In the Change Icon for Folder dialog box, browse to and select 
one of the hidden icon options, three of which are pictured in the 
screenshot at the bottom of the previous column. Click OK. 

Next, right-click 
on the folder and se- 
lect Rename. In the 
Name box, hold 
down the Alt key and 
press 255 on your 
number pad (this 
does not work with 
the keyboard num- 
bers), then press the 
Enter key to hide the 
folders name. There- 
after, the folder will be 
invisible, as shown at 
left. 

Once the folder is 
invisible, you can 
find it by hovering 
over it with your 
mouse in Windows 7 
or Vista, or by press- 
ing Ctrl+A in all edi- 
tions of Windows, 
which selects all fold- 
ers and places a selection frame around each one, including those 
that are hidden. 











Open as Notebook in OneNote 
Q FileLocator Lite... 





LINKING CAN BE A DRAG 
My job requires me to write a lot of link formulas in Excel, 
but I find the process confusing due to the numerous links © 
and workbooks I deal with. Do you have suggestions for creat- 
ing links in an organized approach? 
aN Excel allows you to create links automatically by dragging 
and dropping data between workbooks, and I sometimes 
find this approach helpful, especially when the workbooks are 
displayed side by side. To use this approach, open both the 
source and destination workbooks and display them side by 
side by selecting Arrange All from the View tab. In the 
Arrange Windows dialog box, select the radio button labeled 
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Vertical, and click OK. Next, highlight the cell (or cells) you 
want to link in the data source workbook, then right-click on 
the edge of the selected cell (or cells) and drag that cell (or cells) 
to the destination workbook. As you drop the cell (or cells) 
onto the destination workbook, a menu will pop up, offering 
several options. Select the Link Here option, as shown below. 







165.05 5,26 
166.09 3,04 


Move Here 


Copy Here 167.75 


168.5 
168.58 
170.4 
~— 170.86 
eee ee 11 95 | 18-Mday- 70.4 


168.4 
168.67 
168.69 





168.26 5,1g 
171.15 170.16 44 
1714 17059 35%, 
171.19 6045 | 17044 4 





Excel will automatically paste the values from the source work- 
book to the destination workbook and create the appropriate 
links. This approach to creating links by dragging and dropping 
cells is faster and more accurate than typing them using the key- 
board. Additionally, I believe the visual nature of the drag-and- 
drop approach makes this process easier. 


SEMIBLOCK YOUR FACEBOOK WALL 

How can I keep my professional friends from seeing the per- 
oo. stuff I post on my Facebook Wall? 

To block your Facebook Wall from selected friends, start by 

creating a Block List, as follows. From the left column of your 
Facebook home page, hover over the LISTS options until the 
MORE option appears, then click MORE. Click the Create a List 
button and enter a List Name (such as Blocked List), then click 
Create List. 


Create New List 


| Blocked List “ Edit 


- —— = SS aeecaae: 
| © Start Typing a Name 





Click the Add friends option and click on the friends you 
want to add to your Blocked List, then click Done. Next, edit 
your privacy settings as follows. From the dropdown arrow lo- 
cated in the upper-right corner of the Facebook main page, se- 
lect Privacy Settings. Under the Control Your Default Privacy 
heading, click the Custom button. Under the Hide this from 
heading, type the name Blocked List (or the name of the list you 
created) in the These people or lists box, and click the Save 
Setting button (see screenshot in next column). 







Custom Privacy 





@ Wake this visible to 









These people: Friends Only =v 
Only friends can eae this, 


3 Hide this from 






These people: [Blocked List » | 


rs Faas) | Cancel | 









Thereafter, Facebook friends that you include in your Blocked 
List will be unable to view your Wall. As you confirm (accept) 
new friends in the future, Facebook will offer the opportunity 
to add them to a list, including your Blocked List. Note that your 
friends can be included on multiple lists; for example, I have sev- 
eral friends that belong to my “Hometown,” “High School,” “Col- 
lege” and “Send A Christmas Card” lists. This measure will allow 
you to share a Facebook relationship with your professional Face- 
book friends, but prevent them from seeing the casual jokes and 
stories you post for your personal Facebook friends. 

In addition, Facebook recently added an audience selector 
tool, which allows you to control who can view each of your in- 
dividual Wall posts. To use this tool, enter your status comment 
as you normally would, then, in the lower-right corner of the 
Update Status dialog box, click the dropdown menu beside the 
Post button and choose the list of friends you want to view the 
comment, then click Post. 


WELCOME TO THE CHOP SHOP 

I am delivering a presentation next month and would like 
S). play a small portion of a YouTube clip with it. What's the 
best way to do this? 

Before you reuse a YouTube video in your presentation, you 

should first contact the author and obtain permission. As- 
suming you have proper permissions, one way to achieve your 
objective is to use the website tubechop.com to extract (or crop) 
a portion of the YouTube clip. Start by copying the Web address 
(URL) of the video you would like to crop, then visit 
tubechop.com and paste the Web address into the Enter key- 
word or YouTube URL box. Use the slider buttons located on 
the timeline below the video to adjust the beginning and end- 
ing points for the portion of the video you want to crop. Add a 
comment, if desired, in the optional comment box, and click the 
chop it button located in the bottom-center of the screen (see 
screenshot on next page). 

TubeChop will process your request and create a video that 
plays only the portion of the original video you selected. Tube- 
Chop provides you with both a link and embed code, which you 
can use to access and play the cropped portion of the video in 
the future. 
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ProSystem fx@ Outsource by CCH 








01:57 / 01:57 Chop Size: 00:24 


Use these sliders to 
indicate starting and 
ending times, then 

click “chop it" 














Simply copy the link and paste it into your PowerPoint, Word 
or Excel presentation, or as an advanced measure, copy the embed 
code and paste the code into your website code. TubeChop also pro- 
vides buttons for easy publishing to Facebook, MySpace, Twitter 


and other social media web- 
sites (see screenshot at left). 
Advanced tip 1. If you 





Embed Code: & 


<object width="425" height="344"><param name="movie” 








enna acnaeNaaE want to string together a 
0 | iano group of cropped videos and 

mao play them as a single video, 
Chop Details: visit mixpod.com, and paste 
rrr Ter eee your newly created Tube- 
Original Video: Chop URLs into MixPod 


one at a time, then name and 
save the playlist as instruct- 
ed. You must sign up for a 
free account, and MixPod 
will provide you with a link that plays the resulting video mix. 

Advanced tip 2. If you want to download your newly creat- 
ed video mix from the Web and play it from your computer's hard 
drive, download the Vixy Freecorder (a free video recorder and 
player) at vixy.net and follow the setup instructions for installing 
the Freecorder and converting your video mix to a local file on 
your computer. 








| BY) ProSystem f® Outsource by 
ei | CCH 
50 - chopped 1 times 
al 





SMART QUESTION 

I just purchased a new smartphone, and I understand that 

there are more than 100,000 applications that I can down- 
load. Can you tell me some of the better smartphone applica- 
tions that I should be using? 

It would take the entire JofA to describe all the useful smart- 

phone applications available for your smartphone; there- 
fore, 1 will recommend just five. Because my smartphone is my 
primary. computer when I travel, I will recommend five travel 
applications that I have found most valuable (on my HTC Droid 
Incredible smartphone). 





1. Navigation. My phone’ built-in navigation app is my most 
useful app. I simply touch the navigation button and speak 
“restaurants,” and within seconds my smartphone displays a 
list of the nearest restaurants. Upon selecting one, my smart- 
phone then provides turn-by-turn driving (or walking) direc- 
tions to my destination. (The navigation app is free and 
typically is included with your smartphone.) 

2. TripIt. The Triplt Pro app (tripit.com) arranges my travel plans,, 
into well-organized itineraries. As I receive email confirma- 
tion notices for hotels, airline flights and rental cars, I forward 
them to plans@tripit.com. Triplt uses logic to decipher and 
organize the confirmations, and adds maps, travel directions, 
weather reports and other useful information such as a list of 
my LinkedIn connections residing in (or traveling through) 
my destination cities. This information is automatically organ- 
ized on my smartphone, and is thereby assessable at my fin- 
gertips. Triplt is free, and TripIt Pro costs $49 a year. 

3. Concur Breeze. The Concur Breeze app (concur.com) enables 
me to record travel expenses as I travel, helping me convert 
idle waiting time into more-productive time. I use my smart- 
phone camera to capture and attach digital images of the re- 
ceipts to my expense reports. As I record travel expenses, I 
assign customer and job codes, and indicate those amounts 
that are billable to customers. This app allows me to submit 
expense reports and receipts electronically, and I no longer 
have to prepare expense reports back at the office. Concur 
Breeze also can keep track of my sales taxes separate from my 
meals and entertainment expenditures, so I can fully deduct 
those sales tax amounts. Concur Breeze costs $8 per month. 

4. GasBuddy. The GasBuddy app (gasbuddy.com) tells me 
where the closest gas stations are and displays their prices so 
I can find the cheapest available gas. Once I select a gas sta- 
tion, the navigation system provides turn-by-turn driving di- 
rections. GasBuddy is a free app. 

5. Golfshot. Golfshot (golfshot.com) is a smartphone golfing 
app that allows you to search and book tee times at more 
than 35,000 golf courses throughout the United States. It 
tracks and keeps a permanent record of my scores, and on 
the golf course, it uses GPS to tell me exactly how far I am 
from the hole. It is hard to think of a more useful business 
tool. Golfshot costs $29.99. 





J. Carlton Collins (carlton@asaresearch.com) is a technology and accounting - 
systems consultant and a JofA contributing author. 





Note: Instructions for Microsoft Office in “Technology Q&A” refer to the 2007 
and 2010 versions, unless otherwise specified. 
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of the following questions? 





Should | be doing my own payroll? 


a : How can we take advantage of the new Voluntary 
____ Worker Classification Settlement Program? 










Paychex is the Preferred Provider of Payroll & Retirement Plan Services for — 
AICPA Trusted Business Advisor” Solutions 














The Paychex Partner Program from 


p | AICPA Trusted Business Advisor™ Solutions 
When you refer your clients directly | 


to Paychex, your clients get benefits: | 





Newly referred clients 


Eales hs) 





@ Six month, money back satisfaction guarantee 


™ One month free standard payroll processing ONE F REE MON TH 
of payroll processing 
™ $400 credit if using Paychex Major Market Services 
™ $200 off 401(k) setup fees Participation is free, and there is no obligation. 
Enroll online at www.cpa2biz.com/paychex, 
™ Dedicated sales representative and payroll specialists by phone at 877.534.4198 





or through your local Paychex representative. 


It’s time to explore all of Paychex. | 
Learn more. 877.534.4198 www.cpa2biz.com/Paychex PAYCHEX 






ADVERTISING SUPPLEMENT 


Executive Roundtable 


Navigating the 


Complexities of Payroll 





; ; ~ as 
BHANSALI CHILDS RAJPARIA 


Long gone are the days when administering payroll meant writing a simple check for hours worked. CPAs are involved 
in a host of complex payroll and employee benefits issues. This special report discusses hot topics including regulatory 
changes and technology trends with executives from three payroll services companies: Chandra Bhansali, co-founder 
and president of AccountantsWorld, (accountantsworld.com), a firm specializing in cloud-computing solutions for 
accountants; Andrew Childs, vice president of marketing, Paychex, Inc. (paychex.com), provider of payroll, human 
resource and benefits outsourcing solutions for small- to medium-sized businesses; and Anish Rajparia, president of 
ADP’s Small Business Services (adp,com), which specializes in business outsourcing solutions, including payroll services. 


What should accounting firms consider before 
offering payroll service to clients? 


CHANDRA BHANSALI, ACCOUNTANTSWORLD: We 
believe there’s only one valid reason for a firm to offer 
payroll services to clients—to expand its practice and make 
more money by capitalizing on existing relationships. The 
most successful firms that offer payroll services realize this 
and, during the initial phase, they focus on growing their 
payroll practices and making them more profitable. Fringe 
benefits such as improved client retention and stronger 
client relationships will automatically follow as a bonus. 


Unlike tax and accounting services, payroll services require 
minimal professional time. The right system automatically 
takes care of all compliance work, with additional tasks 
performed primarily by clients and paraprofessionals. 
However, CPAs considering implementing payroll 
processing services should keep in mind that these 
services do require focused processes. 


ANDREW CHILDS, PAYCHEX: Offering payroll services 
isn’t necessarily a good fit for every accounting firm, and 
there are many factors to take into consideration before 

~ making a final decision. Firms should evaluate client demand, 
staff capacity, the viability of payroll processing as a revenue 
source, the level of involvement they’d like to have in the 
process and the associated compliance risks. 


As a trusted adviser to their clients, accounting professionals 
must identify and recommend the solution that best meets 
their clients’ needs. As more and more business owners 
look beyond payroll processing for a comprehensive HR 
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offering, CPA firms often find it challenging to provide all 

of the functionality clients have come to expect—including 
retirement services, pretax benefits, health insurance and 
workers’ compensation administration. Another important 
consideration is the increasing complexity of state and federal 
tax regulations. 


New rules and regulations are proposed and enacted at the 
federal and state levels at an overwhelming pace, making it 
difficult for accounting professionals offering payroll as a 
value-added service to stay up-to-date. 


Partnering with an experienced provider such as Paychex 
makes it easier for accountants to meet the full HR needs of 
their clients while ensuring compliance. Paychex is proud to 
be the payroll and HR services provider for the AICPA Trusted 
Business Advisor Program. 


ANISH RAJPARIA, ADP: Any accounting firm that wants to 
offer payroll services should have: 


1) a dedicated person on staff with payroll expertise; 


2) procedures for managing compliance with federal, 
state and local payroll taxes; 


3) a process for keeping apprised of the rapidly changing 
tax legislation in those jurisdictions in which the firms’ 
clients operate; 


4) a means by which the firm can rapidly incorporate 
regulatory changes into their systems; and 


5) access to state-of-the-art technology and features, such 
as direct deposit and integration with items such as 
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workers’ compensation and retirement plan contributions 
so that clients are receiving a competitive offering. 


There are compelling advantages for accountants to 

offer payroll services to their clients. For example, having 
another client “touch point” may deepen relationships 
and improve retention rates, and offering a payroll service 
may not only add to the revenue stream and boost profits 
but also level out seasonal work and cash-flow variations. 
And many clients—especially small businesses— 
appreciate having an accountant who's a trusted adviser 
in many aspects of their business. 


However, accountants could expose themselves to some 

risk if they lack the expertise and resources necessary to 
adequately meet their clients’ needs. Forming a strategic 
partnership with a payroll service expert could mitigate the 
risk. Thousands of accountants partner with ADP® to help 
address the many complexities associated with payroll, 
human resources, benefits administration and tax compliance. 
RUN Powered by ADP Payroll for Accountants®, for example, 
is an example of an efficient, proven and trusted solution for 
accountants offering payroll services. 


How is cloud computing changing the payroll space? 


CHANDRA BHANSALI, ACCOUNTANTSWORLD: Cloud 
computing has not only leveled the playing field for 
accountants, it has also given them major competitive 
advantages over payroll service bureaus, which have 
significant sales and marketing expenses. 


Previously, only payroll service bureaus had access to 
powerful processing centers that automated the entire 
payroll process. The tools accountants had were no 
match for the processing power of the service bureaus. 
Today, the Internet has completely leveled the playing 
field. Accountant-Centric payroll services such as 
AccountantsWorld's Payroll Relief give accountants 
access to processing power comparable to that of the 
service bureaus, and thus allow accountants to offer a less 
expensive and more personalized service. 


ANISH RAJPARIA, ADP: One of ADP’s claims to fame is 
that we're the original cloud computing payroll services 
company. Cloud computing is deeply entrenched in the 
industry today, and it gains more traction as cloud-based 
payroll applications become more sophisticated. Offering a 
cloud-based solution allows human resources management 
to become increasingly interconnected with others, including 
accounting and CRM. In addition, as cloud-based systems 
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migrate down-market, other systems such as those for 
human resources planning and employee communications 
become increasingly interconnected as well. 


Security of data is always a big concern. What kinds 
of security questions should prospective clients ask of 
potential payroll providers? 


CHANDRA BHANSALI, ACCOUNTANTSWORLD: We 
believe that a full security audit statement from a reputable 
company is one good indicator of their level of security. 
Therefore, an important question to ask the provider is 
if they have had a security audit done, and if any lapses 
were found. 


ANISH RAJPARIA, ADP: Clients should insist that their 
payroll providers have state-of-the-art data and related 
security policies and systems in place and that those 
systems are continuously tested to ensure their integrity. 


Security policies and best practices should be implemented 
across all aspects of the information life cycle, including 
protecting client data; using secure applications (for 
example, antivirus protection, firewalls, monitoring and 
intrusion detection, and data-loss prevention); deploying 
encryption for laptops and portable devices; managing 
vendor and business partner relationships; providing 
ongoing training and compliance; and maintaining secure 
facilities and data centers. 


Clients should also ask about their payroll provider's 
history of performance in this area, and what kinds 
of insurance policies are in place to protect against 
malicious activity. 


What should accountants and finance managers 
expect from payroll solutions vendors in terms of 
new innovations in service and technology in the next 
12 months? 


ANDREW CHILDS, PAYCHEX: Innovations will continue 
around a simplified user experience that is web- and 
mobile-based. The market is growing more confident 
and comfortable with processing payroll online, and 
businesses want accessibility from multiple locations. 
Online technology has made payroll outsourcing 

more accessible—not just to larger companies, but to 
companies of all sizes. 


We're seeing a similar trend with broader human resource 
and benefits outsourcing. Small- to medium-size businesses 
now have the option of using an HR service that combines 
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IN THE BUSINESS OF YOUR SUCCESS™ 


At ADP® we understand that every practice is different 
— that’s why we offer accountants many options. 


@ Refer your clients to ADP — You will continue to provide them with trusted advisory and 
consulting services while ADP expertly manages their payroll and more. 


fm Let ADP process your clients’ payroll for you - RUN Powered by ADP Payroll for 
Accountants® is specifically designed to help accountants more efficiently process 
their clients payroll. This powerful online application allows you to offer your clients 
additional value and services that can help increase client retention, help keep them 
compliant, and provide your firm with a new source of revenue. 


@ Sell your payroll base to ADP - Put your payroll clients in experienced hands while 
providing you the opportunity to generate capital and free up time to focus on building 
your practice. 











m Earn Rewards or Share Revenue for Referring 
Your Clients - ADP’s Referral Rewards and 
Revenue Share Incentive programs offer you 
the chance to earn points towards valuable 
gifts or earn revenue for your firm, while 
providing value-added payroll and 

HR solutions to your clients. 
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accountant.adp.com 


HR. Payroll. Benefits. 
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online resources, such as libraries, employee handbook 
tools, and training Web seminars, with access to certified 
HR professionals. It allows employers to confidently take a 
self-service approach to their HR needs with the comfort 
of having professional support at their fingertips. 


CHANDRA BHANSALI, ACCOUNTANTSWORLD: 
The most important innovation coming up in payroll 
processing is mobile payroll. Accountants and finance 
managers will be able to perform routine payroll tasks, 
such as data entry, direct deposit, tax deposit and tax 
filing—all from their mobile devices. Payroll Relief is 
leading this charge—we already provide extensive 
support for mobile devices to securely perform all of 
the functions mentioned above. Payroll Relief also offers 
employees the convenience of viewing their pay stubs 
and W-2s from their mobile devices. 


ANISH RAJPARIA, ADP: Many exciting innovations 
improving all aspects of payroll workflows are on the 
horizon. For example, mobile payroll applications are 
becoming critical for business owners who want to 
manage employees working out of the office. Mobile 
applications also enable employees to access pay, 
retirement, attendance, and other information remotely, 
thus improving productivity and efficiencies. Technology 
also yields more data that, in turn, can help us provide 
more substantive and timely analytics to our clients. 


Social media will continue to become the new word of 
mouth as customers seek more vendor interactions and 
access to data and information online. Social and mobile 
networks will include greater functionality, and the need to 
adopt and grow these applications will increase as these 
online communities expand. Also, the ability to develop, 
market and support products and services via online 
communities will continue to move to the mainstream. 


Have recent reforms and legislative initiatives had an 
impact on the finance/accounting aspects of payroll 
and employee benefit functions? How does your 
company's solution help to address the changes? 


ANDREW CHILDS, PAYCHEX: The regulatory 
environment is now more demanding than ever for CPAs 
whose job it is to make sure clients stay in compliance. The 
volume of changes is almost overwhelming, and it comes 
from a wide variety of sources. 
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At the federal level, certain aspects of health care reform, 
including the Small Business Tax Credit and the new rules 
around Form W-2 reporting that begin for tax year 2012, 
remain foremost. On the retirement side, the Department 
of Labor's new disclosure requirements for retirement 

plan fees will be effective in 2012, and legislation has been 
presented in Congress, which, if enacted, would restrict the » 
ability for plan participants to take loans from their 401 (k)s. 
At the state level, continued high unemployment levels have 
resulted in many states imposing special assessments or 
increasing unemployment tax rates on employers. 


With significant federal and state budget challenges, 

we expect to see many more federal and state-level tax, 
economic stimulus and regulatory changes as the year 
progresses. Paychex has a team of compliance experts 
who spend thousands of hours monitoring the potential 
impacts of these changes to help ensure our CPA partners 
and our clients can remain in compliance. 


ANISH RAJPARIA, ADP: ADP makes on average more 
than 1,000 programming changes every year to help 
clients comply with rapidly evolving laws and regulations 
affecting the workplace. 


A number of noteworthy developments relative to HR and 
payroll have emerged from the 2010 Patient Protection 
and Affordable Care Act [PPACA]. For example, large 
employers [50+ employees] will need to offer health care 
that meets minimum standards [yet to be defined] to all 
full-time workers—or pay a penalty based on new testing 
and recordkeeping provisions—and file new reports with 
the IRS regarding details about their health plans. 


Other provisions of health care reform will take effect 
both before and well after 2014. For example, employers 
may have to automatically enroll all employees into the 
CLASS Act, a new federally run long-term care insurance 
program, to take effect in 2013. 


CHANDRA BHANSALI, ACCOUNTANTSWORLD: Payroll 
Relief is compliant with the reporting requirements for 
the cost of employer-provided health coverage on Form 
W-2, Box 12 under new Code DD. For 2012, Payroll Relief 
calculations will take into consideration the new Medicare 
tax increase for high earners. Beginning with tax year 2013, 
Payroll Relief will limit the amount of salary reductions for 
health FSAs to $2,500. m 














Here’s what Payroll Relief is 
already doing for your peers: 


“Our processing time has decreased 
by over 50%. 
All of my payroll clients are now using Payroll Relief, 
because it offers a time-saving, money-saving solution 
to all of our payroll issues. Payroll is easy to run and 
compliance forms are a snap. | would highly 
recommend this program.” 


~ Corry Riley, Brookville, PA 


“| have more than doubled my 
payroll billing in just two years. 
| have been using Payroll Relief for two years now. 
The system is so easy to use, and the automated 
features are such a relief... no wonder it's called 
Payroll Relief!” 


~ Kristi Dolan, Lynchburg, VA 


Highest Rated! K*& kK & 


CPA Technology Advisor, September 2009 


Payroll Relief. 
Now just $997 for a full year. 


AccountantsWorld’ 








Unlimited payroll processing for just $997. 


The cloud-based Payroll Relief from AccountantsWorld is 
designed exclusively for accountants to offer payroll 
services to their clients. And for a limited time, you pay 
just $997 for a full year of unlimited payroll processing.* 


Whether you're processing payroll for employers with one 
employee or 1,000, Payroll Relief's sole focus is to make 
processing faster, easier, and more profitable than any 
other system. Moreover, we never compete with you. 
That's why more and more accountants are switching to 
Payroll Relief every day. 


Once payroll data is entered, Payroll Relief automatically 
does the rest, on time and with 100% accuracy: 


¥ Payroll computations ¥ Direct deposit 
¥ E-filing of compliance forms v Tax payments 
Y¥ Comprehensive reports ¥ Garnishments 


v¥ Complete year-end compliance Vv And much more 





Payroll Relief’ 


To learn more, visit www.code997.com or call 888-999-1366. 


* Limited time offer. 
Offer only valid for new Payroll Relief customers in the U.S. 





AICPA) Store 


Brought to you by CPA2Biz 





AICPA National Healthcare Industry Conference 








November 17-18, 2011 | The Renaissance Harbor, Baltimore, MD 
Pre-Conference Workshops: November 16th v 


This one-of-a-kind conference features renowned speakers who will share the latest updates 
and implications of healthcare reform and its impact on business. 
Virtual Option Available — log onto cpa2biz.com/HealthCareVirtual for details 


AICPA National Construction Industry Conference 


December 1-2, 2011 | Bellagio, Las Vegas, NV 
Pre-Conference Workshops: November 30th 


This program will help you develop a deeper understanding of the latest trends, strategies, 
and best practices that are essential for financial professionals to successfully move forward 
in this still uncertain economy. 





AICPA Employee Benefit Plans, Accounting, 
Auditing and Regulatory Update 











December 12-13, 2011 | Washington Hilton, Washington, DC 


This conference is a high-level event that addresses critical auditing issues with presentations given 
by regulators, administrators and industry experts as well as panel discussions, Q&A opportunities 
and case studies. 

Virtual Option Available — log onto cpa2biz.com/aaruvirtual for details 


AICPA conferences help CPAs and financial professionals stay competitive, 
while giving them unparalleled networking opportunities with 
renowned speakers, thought leaders and peers. 


End 2011 ona high note with one of these conferences! 





Learn more or to register | cpa2biz.com/conferences | 888.777.7077 





Conference Planner 


AICPA National Conference on Current 
SEC and PCAOB Developments eee 
December 5-7, 2011 oe alee 








Live Conference: Marriott Wardman Park Hotel, Washington, DC 


Simulcast Locations: Hyatt Regency Chicago, Chicago, IL 
Westin Park Central, Dallas, TX 
The Ritz Carlton Battery Park, New York, NY 
The Ritz Carlton San Francisco, San Francisco, CA 





James L. Kroeker, 
CPA, Chief This three-day event will cover everything from technical accounting updates to 
Accountant, SEC +4. . : . 
auditing updates and best practices to help you master the complexity of evolving 
regulations and standards. Find out about today’s most critical accounting and 
reporting issues affecting SEC entities and auditors, the impact of regulatory 
reform, and SEC’s, PCAOB's and IASB’s plans for 2012. Multiple training sessions 
will provide a lively forum to ask questions, exchange insights, and offer a truly 
interactive learning experience. Conference highlights include: 





e Latest developments from the FASB and IASB Chairs on convergence projects 
James R. Doty, — including revenue recognition, leases and financial instruments 

CPA, Chair, PCAOB 

e PCAOB's current proposals 

e SEC's review of top areas of focus for this year’s filings 

e Breakout sessions on XBRL reporting, IFRS and smaller company issues 


e Interactive O&A sessions with top regulators 





e Recent developments on MD&A reporting 
Leslie F. Seidman, 
CPA, Chair, FASB —s® Tips for working with SEC staff 


Prominent speakers at this event include: 
James L. Kroeker, CPA, Chief Accountant, SEC; James R. Doty, CPA, Chair, 
PCAOB; Leslie F. Seidman, CPA, Chair, FASB; Hans Hoogervorst, Chair, IASB 





FA For financial executives working with SEC-registered companies or 
»< public company audit firms, this is an invaluable experience you don’t 
Hans Hoogervorst, want to miss! 
Chair, IASB 





Learn more or to register | ¢pa2biz.com/conferences | 888.777.7077 











he AICPA has expressed profound 
| disappointment with a Financial 

Accounting Foundation (FAF) pro- 
posal on private company accounting stan- 
dard setting and is urging CPAs and others 
to weigh in on the debate. 
_ The FAF proposal released in October 
(available at tinyurl.com/S3stvppq) would 
create a Private Company Standards Im- 
provement Council (PCSIC) to determine 
whether exceptions or modifications to 
U.S. GAAP are required to improve stan- 
dards for private companies. 

FAE which oversees FASB, proposed 
that the 11- to 15-member council would 
conduct a review of existing U.S. GAAP 
identify standards that require reconsider- 
ation and vote on possible exceptions or 
modifications for private companies. But 
any proposed changes to existing U.S. 
GAAP and ongoing FASB agenda projects 
would be subject to ratification by FASB, 
which is contrary to a key recommenda- 
tion made earlier this year by the Blue- 
Ribbon Panel on Standard Setting for 
Private Companies. The panel, sponsored 
by the AICPA, FAF and the National As- 
sociation of State Boards of Accountancy, 
called for a separate board overseen by 
FAF but with standard-setting authority 
independent of FASB. 

“Three thousand private company con- 
stituents and a majority of the state CPA so- 
cieties, representing more than a quarter 
million CPAs, have spoken. They want a 
separate independent standard-setting 
board, and they have sent letters to FAF 
asking for change,” Barry Melancon, AICPA 


PROFESSIONAL ISSUES 


FAF Rejects Independent 
Standard Setter for 
Private Companies 


Institute urges members to send comment letters. 


president and CEO, said in a prepared 
statement. 

FAF said its trustees concluded that cre- 
ating a separate standard-setting board for 
private companies could lead to the estab- 
lishment of two separate sets of U.S. ac- 
counting standards, which it said is not a 
desired outcome. 

Under FAFS proposal, the PCSIC chair- 
man, who would be selected and appointed 
by the FAF Trustees, would be a FASB 
member with substantial experience in pri- 
vate company reporting. During the first 
three years of operations, the new council 
would provide periodic in-person reports to 
a newly created, special-purpose Private 
Company Review Committee of the FAF 
Board of Trustees. The trustees would assess 
the PCSIC after three years to determine 
whether its mission is being met and 
whether further changes to the standard- 
setting process for private companies would 
be warranted, according to the proposal. 

In its proposal, FAF concluded that 
FASB and the advisory group known as 
the Private Company Financial Reporting 
Committee (PCFRC) had made gains in 
recent years but had stopped short of 
achieving all of their objectives; therefore 
private company needs had not been ad- 
dressed as thoroughly or directly as they 
had intended. The PCFRC would be dis- 
banded under FAF’s proposed approach. 
The committee was created in 2006 to 
provide recommendations to FASB on is- 
sues related to standard setting for private 
companies and to focus on how standard 
setting affects day-to-day technical activities 


at private companies. FAF conceded that 
the committee had not been wholly suc- 
cessful in achieving its mission for a vari- 
ety of reasons, including the fact that “in 
the PCFRC’% early years, the FASB did not 
participate fully in its processes or pay 
sufficient attention to its recommenda- 
tions,” according to the proposal. 

The AICPA maintains its support for a 
separate board for private companies with 
standard-setting authority. “We don’t think 
the concerns of smaller private companies 
can be fully appreciated until there is an in- 
dependent board dedicated and focused 
solely on the needs of private companies,” 
Paul Stahlin, AICPA chairman, said in a 
press statement. “Therefore, we will contin- 
ue to ask our members and others who 
support more relevant, more cost beneficial 
standards for private companies to make 
their voices heard loud and clear that the 
best answer is an independent private com- 
pany board.” 

Comments on the FAF plan are due 
Jan. 14. FAF also plans to hold public 
round-table meetings after the end of the 
comment period. FAF Trustees will make a 
final decision on the plan following the end 
of the comment period and round tables. 

The AICPA is offering information and 
resources at aicpa.org/privateGAAP to 
help members understand FAFS proposal. 
The resources include a tool to make send- 
ing a comment letter to FAF quick and 
easy. To go directly to the tool, visit 
apps.aicpa.org/pcfr. 

—By Matthew G. Lamoreaux, (matt@ 
mattlamoreaux.com) freelance writer. 


Se eee ea 
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Inside AICPA 


INSTITUTE RECOGNIZES OUTSTANDING 
CPAs IN GOVERNMENT 


Jeanette Franzel, managing director for financial management 
and assurance for the U.S. Government Accountability Office; 
Pamela Sharp, director of the Office of Management and Budg- 
et for North Dakota; and John McCormac, mayor of Wood- 
bridge Township in New Jersey, received the AICPA’ 
Outstanding CPA in Government Awards. 

The awards recognize CPAs working in federal, state and 
local government who have contributed significantly to in- 
creased efficiency and effec- 
tiveness of government 
organizations and to the 
growth and enhancement of 
the profession. 

Franzel oversees financial 
audits of federal agencies 
and programs. Under her 
leadership, the federal gov- 
ernment saved more than 
$9 billion in fiscal year 
2010, according to the nom- 
ination letter from U.S. 
Comptroller General Gene L. 
Dodaro. Franzel oversees the 
GAO’s Government Auditing 
Standards (“The Yellow 
Book”) and has served as 
chair of the AICPAS Govern- 
ment Performance and Ac- 
countability Committee. 

Sharp built a foundation 
of fiscal strength that helped 
North Dakota's bond ratings 
improve. Her focus on con- 
trolling state spending and 
debt, providing tax relief, 
building reserves and better 
managing government 
helped the state’s solid fi- 
nancial performance during 
the recent economic down- 





Jeanette Franzel 





Pamela Sharp 
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turn, according to her nom- 
ination letter from Gov. Jack 
Dalrymple. 

McCormac helped im- 
prove efficiency and effec- 
tiveness by introducing 
“shared services.” During his 
tenure, Woodbridge Town- 
ship was named “Sustain- 
ability Champion” by 
Sustainable Jersey because of 
its environmentally friendly 
policies and procedures. Mc- 
Cormac also formed an audit 
committee for the township 
and made the budget, debt 
statement and annual audit available online, according to the 
nomination letter by Ralph Albert Thomas, executive director of 
the New Jersey Society of Certified Public Accountants. 


BAP’S MEDAL OF INSPIRATION HONORS 
STUDENT WHO HAS OVERCOME 
ADVERSITY 


Hefgine G. Fils-Aime, a spring 2011 graduate of the University 
of South Florida, received Beta Alpha Psi’s Medal of Inspiration 
Award. 

The award, sponsored by the Institute, recognizes a student 
who has experienced extreme hardships in his or her life, and 
who has demonstrated an unusually high level of success de- 
spite that adversity. The award includes a $5,000 cash stipend, 
which Fils-Aime plans to use to help continue her education 
by pursuing a master’s degree in accounting at Wake Forest 
University in Winston-Salem, N.C. 

In the mid-2000s, Fils-Aime’s parents, fearful that their two 
young daughters would become victims of Haiti’s new terror 
kidnappings, sent her and her sister to Florida to live with rela- 
tives. Fils-Aime, a native French and Creole speaker, had to 
learn English immediately. Because she skipped a grade in Haiti, 
and due to differences between the Haitian and U.S. school sys- 
tems, her U.S. high school enrolled her as a junior at age 14. 
She had to take Florida’ Comprehensive Assessment Test to 
bring her up to date with her class level; she passed the exams 


John McCormac 
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AICPA) 


eXacct 


Financial Reporting 
Tools & Techniques 





Reporting with XBRL is required for public companies 
starting June 15, 2011. Be ready with eXacct. 


This powerful web-based tool provides guidance on satisfying 
FASB and SEC presentation and disclosure requirements, and 
provides examples of financial statements from companies 
already using XBRL. Search and view 500 full annual 

reports for many of the common disclosures you need. 


This powerful online tool provides: 

e Guidance for reporting requirements 

© Statistical tables that track reporting trends 
e Excerpts from real-world annual reports 
Search key terms by company or by industry 


e Access to 500 annual reports at the click of a button 


Online Subscription (WNG-XX): 
AICPA Member: $285.00 
Nonmember: $356.25 


Get ready for XBRL 


now. Order today! 





Turn to eXacct: Financial Reporting Tools & Techniques 
for the guidance you need to create and tag financial statements. 
Order today. 





cpa2biz.com/eXacct | 888.777.7077 
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Heather Collins, AICPA director-Academic 
& Career Awareness, (left) and Hefgine 
Fils-Aime 


in English and went on to graduate at age 
16 and enroll in the University of South 
Florida. 

When Haiti was hit with a 7.0 earth- 
quake in 2010, Fils-Aime waited days 
for news of her family, only to learn that 
her mother had died when her parents’ 
home collapsed. Due to the damage in 
Port-au-Prince, she was unable to attend 
her mother’s funeral. 

Despite this emotional turmoil, Fils- 
Aime continued her education and ex- 
tracurricular activities, including serving 
as a student project support assistant at 
the Business Systems Reengineering De- 
partment; a candidate for Beta Alpha Psi; 
and the Brothers Points coordinator for 
Alpha Kappa Psi. PricewaterhouseCoop- 
ers also selected her to attend its Florida 
Leadership Adventure in the summer of 
2010. 

In May 2011, she graduated with a 
bachelor’s degree in accounting with a 
3.89 GPA and received a full-time job 
offer from PwC. 

Beta Alpha Psi is the honorary organ- 
ization for financial information students 
and professionals. Its primary objective 
is to encourage and give recognition to 
scholastic and professional excellence in 
the business information field. ~ 


- 
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Member Service Center 
1-888-777-7077 


Monday-Friday 9 a.m.—6 p.m. ET 
220 Leigh Farm Road - Durham, NC 27707 


Fax: 1-800-362-5066 * service@aicpa.org * www.aicpa.org 





Audit & Accounting Technical Information Hotline 


1-877-242-7212 


Monday-Friday 9 a.m.—8 p.m. ET 





AICPA Contact Information 


PIGPATOSO ee 888-777-7077 
CPA Accessory Collection (www.cpaaccessories.com).. . . 888-777-7077 
CPA TOGO 2. 888-777-7077 
Third-party logo requests... 212-596-6107 
ALGEA HoUndAHON 5 919-402-4534, 
AICPA Political Action Committee (AICPA PAC).......... 202-434-9276 
Academic & Career Development 

Student Recruitment Programs and Products.......... 919-402-4036 

Recruiting Materials for the Profession. .............. 919-402-4036 

CO a 888-777-7077 
Accounting and Auditing Publications .................. 919-402-4811 


Accounting Standards (www.aicpa.org/privateGAAP)... . . 212-596-6167 
Advertising—Classified (Journal of Accountancy, The Tax Adviser, 

(GPA Career CONC) ee ee 800-237-9851 
Advertising—Display (Journal of Accountancy, The Tax Adviser) . 800-873-1677 
Antifraud & Corporate Responsibility 


Resource Geniek:. 236 www.aicpa.ora/antifraud 
Audit & Accounting Technical Information Hotline........ 877-242-7212 
Monday-Friday 9 a.m.—8 p.m. ET 
Audit Committee Effectiveness Center................. ACMS@aicpa.org 
Audit Quality Centers: 
Center for Audit Quality (www.thecaq.org) .......... 888-817-3277 
Employee Benefit Plan (www.aicpa.org/ebpaqc)...... 202-434-9253 
Governmental (www.aicpa.org/gaqc)............... 202-434-9259 
Audiang Standards... ee ee 212-596-6032 
Benevolent MUN. ee Oe a 866-527-2228 
Business, Industry & Government Member Inquiries....... 919-402-4816 
ee ee ee ee busindgov@aicpa.org 
Committee Appointments 0.2. 6.6. i 212-596-6097 
(volunteerservices@aicpa.org and http://volunteers.aicpa.org) 
Committee Reimbursements ..............-.0-0.. asingletary@aicpa.org 
COMMUNICANONS 2 ii. es a 212-596-6117 
Competency Self-Assessment Tool.............. www.cpa2biz.com/CAT 
Compilation and Review Engagements.................. 212-596-6250 
Copyright Permissions (www.copyrightcom) ........... 978-750-8400 
CPA Client Bulletin, CPA Client Tax Letter ................. 919-402-4060 
CPA Letter Daily (editorial) (www.aicpa.org)............. 212-596-6118 
CPE (www.cpa2biz.com/cpe)............-.5--.0005. 888-777-7077 
AICPA Learning Center) i www.cpa2biz.com/learning 
Credentials and Technical Member Sections .............. 888-777-7077 
Accredited in Business Valuation credential............. aby@aicpa.org 
Certified in Financial Forensics credential............... cff@aicpa.org 


Certified Information Technology Professional credential . citp@aicpa.org 
Chartered Global Management Accountant credential... www.cgma.org 


Forensic & Valuation Services)... fvs@aicpa.org 

Information Technology Services ................. infotech@aicpa.org 

Personal Financial Planning Services.................. pfp@aicpa.org 

Personal Financial Specialist credential................. pfs@aicpa.org 
Examinations (Uniform CPA Exam) ............... www.cpa-exam.org 
Federal Legislation (nontax congressional matters) ........ 202-434-9206 
Federal Regulatory Matters (non-tax-related) ............. 202-434-9253 
Financial Literacy Campaign........... www.aicpa.org/financialliteracy 

(financialliteracy@aicpa.org) . 

ee bb boo ccc eve ees... WWW.360taxes.org 
General Counsel (mbuddendeck@aicpa.org).............. 919-402-4925 
JERS Certificate Program. ifrs.com/certificate 


International Financial Reporting Standards (www.ifrs.com). . 877-242-7212 
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WHERE TO TURN 


AICPA Contact Information (continued) 


MaternationalRelations 3332) ee 212-596-6048 
Joint Trial Board (ckane@aicpa.org).. 0.2... eee 212-596-6101 
Journal of Accountancy (editorial) ..................--.. 919-402-4449 
(www.journalofaccountancy.com) 
Library (University of Mississippi)................00.00. 866-806-2133 
(www.olemiss.edu/depts/general_library/aicpa) 
Media Relations: 3. 3. 212-596-6119 
Minonty Initiatives... 6200. 6.6... 919-402-4931 
PCPS—member section for local, regional firms.......... 800—CPA-FIRM. 
(Small firm issues) 5 6. 212-596-6039 
Peer Review: 5) ee ee 919-402-4502 
Practicins CPA, The (editorial)... 919-402-4854 
Professional Ethics, Ethics Hotline...................... 888-777-7077 
Behavioral or Independence Issues .................. 888-777-7077 
Technical Standard Issues... 6. 919-402-4921 
Specialized Publications........................,..... 919-402-4854 
Siate Legislation. 3.6 202-434-9201 
Tax Adviser, The (editorial) 2.022.003 2 919-402-4888 
Yax Section Member Services... 2. 0 800-513-3037 
Work/Life and Women’s Initiatives............000.0.005. 919-402-4931 


Trusted Business Advisor Solutions 
(available through CPA2Biz) 


Accounting and Financial Management 


Applications (Intacct) .....¢2.......1....... www.cpa2biz.com/intacct 
Business-Class Email (Apptix) ..............-. www.cpa2biz.com/email 
CPA Firm Advertising Program (Google) ...... www.cpa2biz.com/google 
Firm-Wide Workflow Automation (XCM Solutions) .................... 

oe www.cpa2biz.com/workflow 
Paperless Bill Management (Bill.com) ............ www.cpa2biz.com/bill 


Payroll, HR and Employee Benefits 
(Paychex)(www.cpa2biz.com/PaychexProgram) .... 877-264-2615 
Secure Online Audit Confirmations 
(Confirmation.com) ............. www.cpa2biz.com/confirmations 


AICPA Member Discount Program... www.cpa2biz.com/discounts 
Insurance Programs 


Agtomobile 360 oo 866-922-4272 
Catastrophe Major Medical... 5. 888-294-0028 
Commercial Property & Liability.................... 806-283-7127 
Disability 23. 800-223-7473 
Employment Practices Liability ..................... 800-221-3023 
GrouplieforPums ........ 26. 800-223-7473 
Group Variable Universal Life ....¢..0...02.5, 60... 800-223-7473 
OMG es ee a er ee 806-922-4272 
ite (Member/Spouse) 2 oe 800-223-7473 
Long-lerm Cate. 800-223-7473 
Medicare Supplement Plan. 3... 20.20 ee. 800-247-1771 
Personal Liability Umbrella... 800-223-7473 
Professional Liability, CPA EmployerGard............. 800-221-3023 
AICPA Certificate Frames (Church Hill Classics) ..........-.. 800-477-9005 
AICPA Checking (Bank of America) ......... www.cpa2biz.com/checking 
AICPA Credit Cards (Bank of America) . . .www.cpa2biz.com/bankofamerica 
Audio & Web Conferencing (InterCall) ................. 800-636-2377 
Business Formation Services (BizFilings) ................. 800-981-7183 
Car Rental (Hertz CDP #12353) 800-654-2200 
Computers (HP) 800-888-8299 
(Dell) (Member ID: CSI470722) 0. 800-695-8133 
(Lenovo) 800-426-7235, ext. 3371 
Copiers (Xerox Corporation) (#0706109) ........ 800-275-9376, ext. 272 
Credit Card Processing (Chase Paymentech).............. 888-213-8445 
Firm-Based Retirement Program (Paychex) ............... 877-264-2615 
Home Mortgages and Equity Loans (Wells Fargo) ......... 800-272-1210 
Hotels (Starwood Hotels & Resorts Worldwide) ........... 888-625-4988 
Logo Apparel (Lands’ End Business Outfitters) ............ 800-864-2899 
Office Supplies (Office Depot) .......... www.cpa2biz.com/officedepot 
Professional Placement (Robert Half) ................000. 888-744-0012 
Shipping Services (FedEx) =. 800-MEMBERS 
Telecommunications (AT&T) ...............05.- www.cpa2biz.com/att 
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DRAFTS OUTSTANDING 


(This list was compiled as of Sept. 19, 2011. More current information may be available from the respective standard setter. 
Note: The policy for updating the list of exposure drafts and working drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts and working drafts of particular interest to professional accountants.) 

































































Issue Comment 
Date Title or Description Deadline 
EXPOSURE DRAFTS 

FASB 

7/20/11 Proposed Accounting Standards Update, Property, 10/3/11 
Plant, and Equipment (Topic 360): Derecognition of 
in Substance Real Estate—a Scope Clarification 
(a consensus of the FASB Emerging Issues Task Force) 

1/31/11 Supplementary Document, Accounting for Financial 4/11 
Instruments and Revisions to the Accounting for 
Derivative Instruments and Hedging Activities: Impairment 

1/28/11 Proposed Accounting Standards Update, Balance Sheet 4/28/11 
(Topic 210): Offsetting 

8/17/10 Proposed Accounting Standards Update, Leases (Topic 840) 12/15/10 

7/20/10 Proposed Accounting Standards Update, Contingencies 8/20/10 
(Topic 450): Disclosure of Certain Loss Contingencies 

6/24/10 Proposed Accounting Standards Update, Revenue 10/22/10 
Recognition (Topic 605): Revenue from Contracts 
with Customers 

5/26/10 Proposed Accounting Standards Update, Accounting for 9/30/10 
Financial Instruments and Revisions to the Accounting for 
Derivative Instruments and Hedging Activities: Financial 
Instruments (Topic 825) and Derivatives and Hedging 
(Topic 815) 

3/11/10 Proposed Statement of Financial Accounting Concepts, 7/16/10 
Conceptual Framework for Financial Reporting: 
The Reporting Entity 

10/9/08 Going Concer 12/8/08 

8/7/08 Earnings per Share—an amendment of FASB Statement 12/5/08 
No. 128 (Revision of Exposure Draft Issued 
September 30, 2005) 

6/6/08 Accounting for Hedging Activities (an amendment of 8/15/08 
FASB Statement No. 133) 

ARSC (AICPA) 

11/30/10 Proposed Statement on Standards for Accounting and 4/29/11 
Review Services, The Use of the Accountant’ Name in 
a Document or Communication Containing Unaudited 
Financial Statements That Have Not Been Compiled 
or Reviewed 

ASB (AICPA) 

12/21/10 _ Proposed Statement on Auditing Standards, Alert as to 4/29/11 
the Intended Use of the Auditors Written Communication 

OTHER (AICPA) 

6/1/11 Proposed Principles and Criteria for XBRL-Formatted TAS/L 
Information 

4/4/11 Omnibus Proposal AICPA Professional Ethics Division 6/5/11 
Interpretations and Definition 

2/28/11 Omnibus Proposal AICPA Professional Ethics 5/31/11 


Division Interpretations and Rulings 
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Issue Comment 

Date Title or Description Deadline 

1/31/11 _ Proposed Revisions to the AICPA Standards for 429/11 
Performing and Reporting on Peer Reviews—Performing 
and Reporting on Peer Reviews of Compilations 
Performed Under SSARS 19 

3/13/09 Generally Accepted Privacy Principles 4/15/09 

11/26/08 Proposed Statements on Standards for Tax Services 5/15/09 

SEC 

5/20/09 Custody of Funds or Securities of Clients by Investment 7/28/09 
Advisers 

2/3/09 Roadmap for the Potential Use of Financial Statements 4/20/09 
Prepared in Accordance With International Financial 
Reporting Standards by U.S. Issuers 

GASB 

8/26/11 _ Reporting Items Previously Recognized as Assets and _——11/18/11 
Liabilities 

6/28/11 Recognition of Elements of Financial Statements 9/30/11 
and Measurement Approaches (Preliminary Views) 

6/27/11 Financial Reporting for Pension Plans (an amendment 9/30/11 
of GASB Statement No. 25) 

6/27/11 Accounting and Financial Reporting for Pensions 9/30/11 
(an amendment of GASB Statement No. 27) 

6/27/11 Pension Accounting and Financial Reporting 9/30/11 
(Plain-Language Supplement) 

IFAC 

7/8/11 Proposed Redrafted International Education Standard, 10/8/11 
IES 5, Practical Experience Requirements 

6/21/11 Proposed Revised International Education Standard, 9/21/11 
IES 1, Entry Requirements to Professional Accounting 
Education 

5/2/11 International Good Practice Guidance (IGPG), 7/29/11 
Predictive Business Analytics: Forward-Looking 
Measures to Improve Business Performance 

4/29/11 Proposed International Standard on Assurance O/I/11 
Engagements, ISAE 3000 (Revised), Assurance 
Engagements Other Than Audits or Reviews of 
Historical Financial Information 

4/29/11 International Public Sector Accounting Standards Board, 831/11 
Key Characteristics of the Public Sector with Potential 
Implications for Financial Reporting 

4/28/11 _ Proposed Redrafted International Education Standard, 7/28/11 
IES 6, Assessment of Professional Competence 

4/15/11 Proposed Redrafted International Education Standard, TAS/1 
IES 4, Professional Values, Ethics, and Attitudes 

3/29/11 Exposure Draft 45, Improvements to IPSASs 2011 6/30/11 

1/13/11 _ Proposed International Standard on Review 5/20/11 


Engagements, ISRE 2400 (Revised), Engagements 
to Review Historical Financial Statements 


New additions appear in bold, blue type. 


DRAFTS OUTSTANDING 


Issue 
Date 


Comment 
Deadline 


6/10/11 


Title or Description 





V11/11_ _ Proposed International Standard on Assurance 
Engagements, ISAE 3410, Assurance Engagements 


on Greenhouse Gas Statements 








12/15/10 Conceptual Framework for General Purpose Financial 6/15/11 


Reporting by Public Sector Entities 
12/10/10 _ Proposed Redrafted International Education Standard, 
IES 7, Continuing Professional Development: A Program 
of Lifelong Learning and Continuing Development of 
Professional Competence 


3/8/11 


11/4/10 IFAC Policy Position Paper #4, A Public Interest 3/25/11 


Framework for the Accountancy Profession 
10/28/10 


Proposed International Standard on Related Services, 3/31/11 


ISRS 4410 (Revised), Compilation Engagements 
10/13/10 _ International Auditing Practice Statements, Proposals 2/1 
Relating to the Withdrawal of Existing IAPSs and 
Clarification of the Status and Authority of New IAPSs 
and Proposed IAPS 1000, Special Considerations in 
Auditing Complex Financial Instruments 





7/15/10 ISA 315 (Revised), Identifying and Assessing the Risks 
of Material Misstatement through Uriderstanding the 
Entity and Its Environment 

and 


ISA 610 (Revised), Using the Work of Internal Auditors 


11/15/10 


4/28/10 Proposed International Standard on Assurance 9/30/10 
Engagements (ISAE) 3420, Assurance Reports on the 
Process to Compile Pro Forma Financial Information 
Included in a Prospectus 

2/19/10 


Proposed International Public Sector Accounting 6/30/10 


Standard, Service Concession Arrangements: Grantor 


FASAB 


6/27/11 Deferred Maintenance and Repairs: Amending 9/16/11 
Statements of Federal Financial Accounting 
Standards 6, 14, 29, 32 
6/21/11 __ Revisions to Identifying and Reporting Earmarked 8/22/11 
Funds: Amending Statement of Federal Financial 


Accounting Standards 27 


























Issue Comment 
Date Title or Description Deadline 
GAO 
8/2010 Government Auditing Standards, 2010 Exposure Draft 11/22/10 
PCAOB 
2/26/08 Proposed Auditing Standard—Engagement Quality 5/12/08 
Review and Conforming Amendment to the Board's 
Interim Quality Control Standards 
10/17/07 An Audit of Internal Control That Is Integrated With 12/17/07 
an Audit of Financial Statements: Guidance for 
Auditors of Smaller Public Companies 
5/24/07 Amendments to Limit Board Rule 4003s Fixed Periodic 7/23/07 
Inspection Requirement to Firms That Regularly Issue 
Audit Reports 
4/3/07 Proposed Auditing Standard—Evaluating Consistency 5/18/07 
of Financial Statements and Proposed Amendments to 
Interim Auditing Standards 
12/19/06 Amendments to Board Rules Relating to Inspections 2/16/07 
5/23/06 Proposed Rules on Succeeding to the Registration Status 7/24/06 
of a Predecessor Firm 
5/23/06 Proposed Rules on Periodic Reporting by Registered 7/24/06 
Public Accounting Firms 
10/26/04 Proposed Rule on Procedures Relating to Subpoena 11/29/04 
Requests in Disciplinary Proceedings 
NONAUTHORITATIVE WORKING DRAFTS 
FinREC (AICPA) 
3/28/11 Accounting and Valuation Guide, Valuation of Privately 5/311 
Held Company Equity Securities Issued as Compensation 
4/12/11 Audit and Accounting Guide, Employee Benefit Plans 6/10/11 


INFORMATION 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated). 


Financial Accounting Standards Board (Order Department, Financial 
Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, 
CT 06856-5116); www.fasb.org 

Governmental Accounting Standards Board (Order Department, 
Governmental Accounting Standards Board, 401 Merritt 7, 

PO. Box 5116, Norwalk, CT 06856-5116); www.gasb.org 
American Institute of CPAs (AICPA, 220 Leigh Farm Road, Durham, 
NC 27707-8110). The Institute publishes exposure drafts and working 
drafts exclusively on the Web at www.aicpa.org. Print copies are not 
available. 

International Accounting Standards Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United 
Kingdom); www.iasb.org 

International Federation of Accountants (International Federation of 
Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); 
www.ifac.org 
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SEC-— Securities and Exchange Commission (Securities and Exchange 
Commission, 100 F Street, N.E., Washington, DC 20549); 


WWW.SEC.GOV 


Federal Accounting Standards Advisory Board (Federal Accounting 
Standards Advisory Board, 441 G Street, N.W, Suite 6814, Washington, 
DC 20548); www-fasab.gov 


GAO— _—_—-US. Government Accountability Office (available only in electronic 


format); WWW.ga0.gov 
PCAOB-— Public Company Accounting Oversight Board (Public Company 


Accounting Oversight Board, 1666 K Street, N.W., Washington, DC 
20006-2803); www.pcacbus.org 


AICPA TECHNICAL HOTLINE 
The Technical Information Service answers inquiries about specific audit or 
accounting problems. Call toll-free 877-242-7212 or email query to 
aahotline@aicpa.org. This service is free to AICPA members. 
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NEW & NOTEWORTHY [iNeiv-lactsaiaatcvene 


More Choices to Meet Your 


Financial Reporting Needs 


acai financial reporting is increasingly 
complex. From new presentation and 
disclosure requirements to the use of XBRL, 
understanding and applying the best financial 
reporting practices is more challenging than ever. 
Fortunately, AICPA offers a number of options to 
keep you fully informed and ready to tackle the 
toughest financial reporting scenarios. 


The recently released eXacct: Financial Reporting 
Tools & Techniques (eXacct) is a Web-based tool 
that provides the most comprehensive look at 
today’s financial reporting practices. Built on the 
framework of AICPA’s flagship Accounting Trends 
& Techniques (Trends), eXacct gives you complete 
access to all of the annual reports submitted 

to the SEC by our select group of 500 top U.S. 
companies in multiple formats, including XBRL 
filings and source documents, allowing you to 
search multiple parameters at once. 


eXacct offers a wide array of useful information 
that can be easily filtered — even by industry —to 
answer your most specific XBRL query. Pairing its 
invaluable content with easy online navigation 
and a notes feature that helps you organize your 
work, eXacct is the most powerful and exciting 
financial reporting product on the market. You 
can even search specifically by XBRL extension 
elements. For those not requiring XBRL and just 


eXacct 


Financial Reporting 
Tools & Techniques 


needing a guide to financial reporting practices, 
Trends is for you. It has the same robust content 
as eXacct, without XBRL and other added digital 
functionality and enhancements. 


Using data derived from companies such as— 
Whole Foods, FedEx, Apple, and Google, to 
name just a few— ie 
Trends provides the | va a 

essential guidance and fi} “ 

real-life examples to — 

guide your reporting 
practices. Trends 
features enhanced 
technical guidance to 
better explain even 
the most complicated 
concepts and 
requirements, and 
statistical trends for 
more informed financial reporting. Those of you 
who prefer a reference book will appreciate the 
paperback edition of Trends, but AICPA also 
offers an online edition as well. 





Accounting 
Trends & 
Techniques 





For more information about ordering eXacct or any of the available formats of Trends — as well as the various 
libraries and other bundles that include either eXacct or Trends — visit cpa2biz.com/library. 


cpa2biz.com | 888.777.7077 3 
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New Resources CPE Self-Study 

U.S. Taxation of International Operations: IFRS Certificate Program 

Key Knowledge The IFRS Certificate Program includes a comprehensive, 
By Michael Tilton, CPA, J.D. integrated curriculum of 25 online self-study courses 

lf your organization conducts international Objectives: 


transactions — from occasional sales outside 
the U.S. to fully integrated foreign manufacturing 
and sales operations — you'll find this book to 
be an invaluable resource. Features detailed 


¢ Obtain a basic proficiency in International Financial 
Reporting Standards (IFRS) necessary in a global 
environment 


coverage of inbound U.S. investment by foreign ¢ Acquire a broad overview of key IFRS definitions 
investors and businesses, including recently and concepts 

enacted FATCA and FBAR foreign ownership, ¢ Be introduced to the fundamental application of IFRS 
reporting and withholding rules, as well as across a range of accounting topics 


long-standing U.S. customs and withholding 
tax reporting requirements for inbound 
transactions and operations. 


Prerequisite: None required. It is recommended that 
you complete the AICPA course IFRS Essentials: Moving 
Beyond the Basics or have equivalent knowledge and 


091102 experience prior to enrollment. 

Regular $77.50 

pn ees oe NASBA Field of Study: Accounting 
: : Level: Basic 


Recommended CPE Credit: 42 


For more information or to order, visit 


Cana cpa2biz.com/ifrscertificate 


Professional Standards Payroll Taxes, Benefits and 1099 Reporting: 
0051011 Everything You Need to Know 
$135.00 AICPA Member/ $168.75 Regular No. 745851 


Applying SSAE No. 16, Reporting on Controls piso. 00 BICRA Member o245 13 Aequlat 


at a Service Organization Guide Annual Update for Accountants and Auditors 
0127910 (2011-2012 Edition) 

$60.00 AICPA Member/ $75.00 Regular No. 730097 

The Adviser's Guide to S Corporations: 5182 00 ATA Member oe3025 Regulaty 

Tax Compliance and Planning Strategies Innovative Tax Planning for Small Businesses: 
091095 Corporations, Partnerships & LLCs 

$79.00 AICPA Member/ $98.75 Regular No. 745524 


$159.00 AICPA Member/ $198.75 Regular 


UPCOMING AICPA CONFERENCES & EVENTS 





Conferences 

w AICPA National Conference @ AICPA Employee Benefit Plans 
on Current SEC & PCAOB Accounting, Auditing & 
Developments Regulatory Update 
December 5-7, 2011Marriott Wardman December 12-13, 2011, 


Park Hotel, Washington, DC; Simulcast Washington Hilton, Washington, DC 
Locations: New York, Chicago, San 
Francisco and Dallas 








cpa2biz.com | 888.777.7077 





AICPA) Learning 


SSS SES — 





Do you need to train multiple 
staff members? 


AICPA Learning group sales has everything your 
team needs. 


Options include: 
8 On-Site Training — Focused training at your location for groups of 10+ 
@ CPExpress - 24/7 online Firm Access starting at 10 users 
® Conferences - Group discounts for 2 or more 
® Webcasts - Group discounts for 5 or more 


® Publications & Self-Study — Volume discounts 


Visit at aicpalearning.org or call 800.634.6780 (option 1) today. 
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REVISIONS TO THE CODE OF PROFESSIONAL CONDUCT 


REVISIONS TO THE CODE OF 
PROFESSIONAL CONDUCT 


THE ETHICS APPLICABLITY, 
DEFINITIONS, INTERPRETATIONS, 
AND ETHICS RULINGS CONTAINED 


IN THIS DOCUMENT ARE EFFECTIVE 
ON NOVEMBER 30, 2011, UNLESS 
OTHERWISE STATED. 





Ethics interpretations, rulings, and definitions are 
promulgated by the executive committee of the profes- 
sional ethics division to provide guidelines about the 
scope and application of the rules but are not intend- 
ed to limit such scope or application. Publication of an 
interpretation, ethics ruling, or definition in the Journal 
of Accountancy constitutes notice to members. A 
member who departs from interpretations or rulings 
shall have the burden of justifying such departure in any 
disciplinary hearing. 


The Professional Ethics Executive Committee 
(PEEC) has adopted the following: revisions to 
paragraph .02 of ET section 91, Applicability 
(AICPA, Professional Standards); a new definition of 
confidential client information in ET section 92, 
Definitions (AICPA, Professional Standards); a new 
definition of member in business in ET section 92; 
a revision to paragraph .20 of ET section 100-1, 
Conceptual Framework For AICPA Independence 
Standards (AICPA, Professional Standards); a revised 
Interpretation No. 101-11, “Modified Application 
of Rule 101 for Engagements Performed in 
Accordance With Statements on Standards for 
Attestation Engagements,” under Rule 101, 
Independence (AICPA, Professional Standards, ET sec. 
101 par. .13); a new Interpretation No. 101-18, 
“Application of the Independence Rules to 
Affiliates,” under Rule 101 (AICPA, Professional 
Standards, ET sec. 101 par. .20); a new 
Interpretation No. 101-19, “Permitted Employment 
With Client Educational Institution,” under Rule 
101 (AICPA, Professional Standards, ET sec. 101 par. 
.21); a revised Ethics Ruling No. 2, “Disclosure of 


Copyright © 2011 by American Institute of Certified 
Public Accountants, Inc. New York, NY 10036-8775. 
All rights reserved. For information about the procedure 
for requesting permission to make copies of any part of 
this work, please email copyright@aicpa.org or call 
(978) 750-8400. 


Client Information to Third Parties,” of ET section 
391, Ethics Rulings on Responsibilities to Clients 
(AICPA, Professional Standards, ET sec. 391 par. 
.003-.004); a new Interpretation No. 501-9, 
“Confidential Information Obtained From 
Employment or Volunteer Activities,” under Rule 
501, Acts Discreditable (AICPA, Professional 
Standards, ET sec. 501 par. .10); and a new 
Interpretation No. 501-10, “False, Misleading, or 
Deceptive Acts in Promoting or Marketing 
Professional Services,” under Rule 501 (AICPA, 
Professional Standards, ET sec. 501 par. .11). PEEC 
has deleted the following: Interpretation No. 101- 
8, “Effect on Independence of Financial Interests 
in Nonclients Having Investor or Investee 
Relationships With a Covered Member’s Client,” 
under Rule 101 (AICPA, Professional Standards, ET 
sec. 101 par. .10); Ethics Ruling No. 9, “Member 
as Representative of Creditor’s Committee,” of ET 
section 191, Ethics Rulings on Independence, 
Integrity, and Objectivity (AICPA, Professional 
Standards, ET sec. 191 par. .017-.018); Ethics 
Ruling No. 10, “Member as Legislator,” of ET sec- 
tion 191 (AICPA, Professional Standards, ET sec. 191 
par. .019-.020); Ethics Ruling No. 12, “Member 
as Trustee of Charitable Foundation,” of ET section 
191 (AICPA, Professional Standards, ET sec. 191 par. 
.023-.024); Ethics Ruling No. 16, “Member on 
Board of Directors of Nonprofit Social Club,” of ET 
section 191 (AICPA, Professional Standards, ET sec. 
191 par. .031-.032); Ethics Ruling No. 19, 
“Member on Deferred Compensation Committee,” 
of ET section 191 (AICPA, Professional Standards, 
ET sec. 191 par. .037-.038); Ethics Ruling No. 21, 
“Member as Director and Auditor of an Entity’s 
Profit Sharing and Retirement Trust,” of ET section 
191 (AICPA, Professional Standards, ET sec. 191 par. 
.041-.042); Ethics Ruling No. 29, “Member as 
Bondholder,” of ET section 191 (AICPA, Professional 
Standards, ET sec. 191 par. .057-.058); Ethics 
Ruling No. 38, “Member as Co-Fiduciary With 
Client Bank,” of ET section 191 (AICPA, Professional 
Standards, ET sec. 191 par. .075-.076); Ethics 
Ruling No. 48, “Faculty Member as Auditor of a 
Student Fund,” of ET section 191 (AICPA, 
Professional Standards, ET sec. 191 par. .095-.096); 
Ethics Ruling No. 60, “Employee Benefit Plans— 
Member’s Relationships With Participating 
Employer,” of ET section 191 (AICPA, Professional 
Standards, ET sec. 191 par. .119-.120); Ethics 
Ruling No. 69, “Investment With a General 
Partner,” of ET section 191 (AICPA, Professional 


Standards, ET sec. 191 par. .138-.139); Ethics 
Ruling No. 81, “Member's Investment in a Limited 
Partnership,” of ET section 191 (AICPA, Professional 
Standards, ET sec. 191 par. .162-.163); Ethics 
Ruling No. 98, “Member’s Loan From a Nonclient 
Subsidiary or Parent of an Attest Client,” of ET sec- 
tion 191 (AICPA, Professional Standards, ET sec. 191 
par. .196-.197); Ethics Ruling No. 103, “Attest 
Report on Internal Controls,” of ET section 191 
(AICPA, Professional Standards, ET sec. 191 par. 
.206-.207); Ethics Ruling No. 106, “Member Has 
Significant Influence Over an Entity That Has 
Significant Influence Over a Client,” of ET section 
191 (AICPA, Professional Standards, ET sec. 191 par. 
.212-.213); Ethics Ruling No. 111, “Employee 
Benefit Plan Sponsored by Client,” of ET section 
191 (AICPA, Professional Standards, ET sec. 191 par. 
.222-.223); Ethics Ruling No. 11, “Applicability of 
Rule 203 to Members Performing Litigation 
Support Services,” of ET section 291, Ethics Rulings 
on General and Technical Standards (AICPA, 
Professional Standards, ET sec. 291 par. .021-.022); 
Ethics Ruling No. 2, “Fees: Collection of Notes 
Issued in Payment,” of ET section 591, Ethics 
Rulings on Other Responsibilities and Practices 
(AICPA, Professional Standards, ET sec. 591 par. 
.003-.004); Ethics Ruling No. 33, “Course 
Instructor,” of ET section 591 (AICPA, Professional 
Standards, ET sec. 591 par. .065-.066); Ethics 
Ruling No. 108, “Member Interviewed by the 
Press,” of ET section 591 (AICPA, Professional 
Standards, ET sec. 591 par. .215-.216); Ethics 
Ruling No. 117, “Consumer Credit Company 
Director,” of ET section 591 (AICPA, Professional 
Standards, ET sec. 591 par. .233-.234); Ethics 
Ruling No. 140, “Political Election,” of ET section 
591 (AICPA, Professional Standards, ET sec. 591 par. 
.279-.280); Ethics Ruling No. 144, “Title: 
Partnership Roster,” of ET section 591 (AICPA, 
Professional Standards, ET sec. 591 par. .287-.288); 
Ethics Ruling No. 176, “Member's Association With 
Newsletters and Publications,” of ET section 591 
(AICPA, Professional Standards, ET sec. 591 par. 
.351-.352); Ethics Ruling No. 177, “Data 
Processing: Billing Services,” of ET section 591 
(AICPA, Professional Standards, ET sec. 591 par. 
.353-.354); and Ethics Ruling No. 179, “Practice 
of Public Accounting Under Name of Association 
or Group,” of ET section 591 (AICPA, Professional 
Standards, ET sec. 591 par. .357-.358). 


[TEXT OF DELETIONS IS NOT PUBLISHED] 
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ET Section 91, Applicability 


(Additions are shown in boldface italic, and 
deletions are shown in strikethrough) 


01 The bylaws of the Amerean—hastitate—of 
Certified Publieteeountants AICPA require that 
members adhere to the Rrules of the Code of 
Professional Conduct. Members must be prepared 
to justify departures from these Rrules. 

.02 Interpretation Addressing the Applicability of the 
AICPA Code of Professional Conduct. For purposes of 
the applicability section of the Ecode, a “member” 
is a member, associated member, or international 
associate of the Amerteas-tastituteefCRAs AICPA 
[E sec.tton 92 par. .201]. 

1. The Rules of Conduct that follow apply to all 

professional services performed except 

a. where the wording of the rule indicates oth- 
erwise exe. 

b. that a member who is practicing outside the 
United States will not be subject to disci- 
pline for departing from any of the rules 
stated herein as long as the member's con- 
duct is in accord with the rules of the organ- 
ized accounting profession in the country 
in which he or she is practicing. However, 
where a member's name is associated with 
financial statements under circumstances 
that would entitle the reader to assume that 
United States practices were followed, the 
member must comply with the require- 
ments of #Rules 202, Compliance With 
Standards [E¥ sec.tten 202 par. 01], and 
203, Accounting Principles [E¥ sec.ten 
203 par. .01). 

c. a member who is a member of a group 
engagement team (see the clarified SAS 
Special Considerations—Audits of 
Group Financial Statements [Including 
the Work of Component Auditors]) will 
not be subject to discipline if a foreign com- 
ponent auditor (accountant) departed 
from any of the ethics requirements stated 
herein with respect to the audit or review 
of group financial statements or other 
attest engagement, as long as the foreign 
component auditor’s (accountant’s) con- 
duct, at a minimum, is in accord with the 
ethics and independence requirements set 
forth in the International Ethics Standards 
Board for Accountants’ (IESBA’s) Code of 
Ethics for Professional Accountants, and 
the members of the group engagement 
team are in compliance with the rules stat- 
ed herein. 

d. amember who is a member of a network 
firm (as defined in paragraph .24 of sec- 
tion 92, Definitions) will not be subject to 
discipline if a firm within the network (as 
defined in section 92 paragraph .23) that 
is located outside the United States (foreign 
network firm) departed from any of the 
ethics requirements stated herein, as long 
as the foreign network firm’s conduct, at a 
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minimum, is in accord with the ethics and 
independence requirements set forth in the 
IESBA’s Code of Ethics for Professional 
Accountants. 

2. Amember shall not knowingly permit a person, 
whom the member has the authority or capac- 
ity to control; to carry out on his or her behalf, 
either with or without compensation, acts 
which, if carried out by the member, would 
place the member in violation of the rules. 
Further, a member may be held responsible for 
the acts of all persons associated with him or 
her in the practice of public accounting whom 
the member has the authority or capacity to 
control. 

3. A member (as defined in & section 92 para- 
graph .201) or a covered member (as defined 
in & section 92 paragraph .067) may be con- 
sidered to have his or her independence 
impaired, with respect to a client, as the result 
of the actions or relationships of certain persons 
or entities, as described in *Rule 101, 
Independence [= sec.tte# 101 par. .01], and 
its interpretations and rulings, whom the mem- 
ber or covered member does not have the 
authority or capacity to control. Therefore, 
nothing in this section should lead one to con- 
clude that the member's or covered member’s 
independence is not impaired solely because of 
his or her inability to control the actions or rela- 
tionships of such persons or entities. 


New Definitions 


ET Section 92, Definitions 
.05 Confidential client information. Confidential 
client information is any information obtained from 
the client that is not available to the public. 
Information that is available to the public includes, 
but is not limited to, information 

* ina book, periodical, newspaper, or simi- 
lar publication; 

© inaclient document that has been released 
by the client to the public or that has oth- 
erwise become a matter of public knowl- 
edge; 

* on publicly accessible websites, databases, 
online discussion forums, or other electron- 
ic media by which members of the public 
can access the information; 

¢ released or disclosed by the client or other 
third parties in media interviews, speeches, 
testimony in a public forum, presentations 
made at seminars or trade association meet- 
ings, panel discussions, earnings press 
release calls, investor calls, analyst sessions, 
investor conference presentations, or a sim- 
ilar public forum; 

* maintained by, or filed with, regulatory or 
governmental bodies that is available to the 
public; or 

* obtained from other public sources. 

Unless the particular client information is available 
to the public, such information should be consid- 
ered confidential client information. 


Members are advised that federal, state, or local 
statutes, rules, or regulations concerning confiden- 
tiality of client information may be more restrictive 
than the requirements contained in the Code of 
Professional Conduct. 

[Effective November 30, 2011] 


.22 Member in business. A member employed or 
engaged on a contractual or volunteer basis in an 
executive, a staff, a governance, an advisory, or an 
administrative capacity in such areas as industry, the 
public sector, education, the not-for-profit sector, 
or regulatory or professional bodies. This does not 
include a member while engaged in the practice of 
public accounting. 
[Effective November 30, 2011] 


ET Section 100-1, Conceptual 
Framework for AICPA independence 
Standards 


(Additions are shown in boldface italic, and 
deletions are shown in strikethrough) 


.20 Safeguards—Controls that stigate-or eliminate 
or reduce threats to independence. Safeguards range 
from partial to complete prohibitions of the threat- 
ening circumstance to procedures that counteract 
the potential influence of a threat. The nature and 
extent of the safeguards to be applied depend on 
many factors, including the size of the firm and 
whether the client is a public interest entity? To be 
effective, safeguards should eliminate or reduce the 


threat e+redttee to an acceptable levelehe-chreat’s 


Solely for the purpose of this conceptual 
framework, the following entities are considered to 


be public interest entities: (ba) entities-subjectto 
Eadie 1 Exel C ie 


; all listed entities’ and (2b) emptey- 


ee-berettencd health aad-meltareplans-subjeette 
Emel Ress 1 ce i 
reqtitements—any entity for which an audit is 
required by regulation or legislation to be conduct- 


ed in compliance with the same independence 
requirements that apply to an audit of listed enti- 
ties (for example, requirements of the Securities 
and Exchange Commission, the Public Company 
Accounting Oversight Board, or other similar reg- 


ulators or standard setters).®7 os-eorerteniad 
ue 6 ities) -oubjeet-to-Single-Ansdi 


a 
5. Including entities that are outside the United States whose 
shares, stock, or debt are quoted or listed on a recognized stock 
exchange or marketed under the regulations of a recognized stock 
exchange or other equivalent body. 

6. Members may wish to consider whether additional entities should 
also be treated as public interest entities because they have a large 
number and wide range of stakeholders. Factors to be considered 
may include (a) the nature of the business, such as the holding of 
assets in a fiduciary capacity for a large number of stakeholders; 
(b) size; and (c) number of employees. 

7. Members should refer to the independence regulations of author- 
itative regulatory bodies when a member performs attest services 
and is required to be independent of the client under such regula- 
tions. 


ee ee ee eee 
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Revised Interpretation Under Rule 
101, Independence 


(Additions are shown in boldface italic, and 
deletions are shown in strikethrough) 


.13 101-11—Modified Application of Rule 101 
for eertein Engagements te-isste+restretedase 
reportszmederPerformed in Accordance With the 
Statements on Standards for Attestation 
Engagements c 
Rule 101s, Independence [E sec.t#e 101 par. .01], 
and its interpretations and rulings apply to all attest 
engagements. However, the following exceptions 
apply when performing engagements to issue 
reports in accordance with Statements on 
Standards for Attestation Engagements (SSAEs) 
when independence is required, or the member's 
compilation report does not disclose a lack of inde- 
pendence: 
¢ Covered members need to be independent with 
respect to the responsible party(ies).” See the 
following section for specific guidance for 
agreed-upon procedures (AUP) engagements 
performed under SSAEs. 

¢ In circumstances in which the individual or 
entity that engages the member is not the 
responsible party, covered members need not 
be independent of that individual or entity. 
However, consideration should be given to the 
requirements of Interpretation No. 102-2, 
“Conflicts of Interest,” under Rule 102, 
Integrity and Objectivity [sec. 102 par. .03], 
with regard to any relationships that may exist 
with the individual or entity that engages the 
member to perform these services. 

e Nonattest services that would otherwise 
impair independence under interpretation 101- 
3 [sec. 101 par. .05] may be provided to the 





43. For purposes of this interpretation, the term responsible party 
is a&s defined in the Statement on Standards for Attestation 
Engagements (SSAEs). [Footnote renumbered, July 2002, to reflect 
conforming changes necessary due to the revision of interpretation 
101-1. Footnote subsequently renumbered by the revision of inter- 
pretation 101-2, April 2003. Footnote subsequently renumbered by 
the revision of interpretation 101-3, September 2003. Footnote sub- 
sequently renumbered by the revision of interpretation 101-3, July 
2004. Footnote subsequently renumbered by the revision of inter- 
pretation 101-1, April 2006. Footnote subsequently renumbered by 
the revision of interpretation 101-3, February‘2007 and July 2007. 
Footnote subsequently renumbered by the revision of interpretation 
101-1, March 2010.] 

44. For purposes of this interpretation, the term subject matter is 
as defined in the SSAEs. [Footnote added August 2011, effective 
November 30, 2011.] 
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responsible party(ies) when such services do 
not relate to the specific subject matter® of the 
SSAE engagement, provided that the general 
requirements of Interpretation No. 101-3 [sec. 
101 par. .05] are met. 


AUP Engagements 


Hewererterpurpeses-of When performing an AUP 
engagements+te-issee+eperts-under the Statements 
ott Statretielteeektestttes terete S54 Usd 
thateretestrictedtoidentified parties, only the fol- 


lowing covered members; and their immediate fam- 

ilies; are required to be independent with respect 

to the responsible party(ies), in accordance 

with #Rule 101 [E# sec.tten 101 par. .01): 

¢ Individuals participating on the attest-AUP 
engagement team; 

¢ Individuals who directly supervise or manage 
the attes-A UP engagement partner; and 

* Individuals who consult with the attest engage- 
ment team regarding technical or industry-relat- 
ed issues specific to the atteseA UP engagement. 

In addition, independence would be eexsidered-to 

be-impaired if the firm had a financial relationship 

covered by item (A) of Interpretation No. 101-1 

[E= sec.tten 101 par. .02] with the responsible 

party(ies) that was material to the firm. 


New Interpretation Under Rule 101 


.20 101-18—Application of the Independence 
Rules to Affiliates 


Introduction 

Financial interests in, and other relationships with, 
entities that are related in various ways to a finan- 
cial statement attest client may impair independ- 
ence. This interpretation provides guidance on 
which entities should be considered an affiliate of 
a financial statement attest client and subject to the 
independence provisions of the AICPA Code of 
Professional Conduct. This interpretation does not 
apply toa financial statement attest client that would 





be covered by interpretation 101-10 [sec. 101 par. 
al); 


Definitions 
The following specifically identified terms are used 
in this interpretation as indicated: 


Affiliate. The following entities should be consid- 
ered affiliates of a financial statement attest 
client: 

a. Anentity (for example, subsidiary, partnership, 
or LLC) that a financial statement attest client 
can control. 

b. An entity in which a financial statement attest 
client or an entity controlled by the financial 
statement attest client has a direct financial 
interest that gives the financial statement attest 
client significant influence over such entity and 
that is material to the financial statement attest 
client. 

c. Anentity (for example, parent, partnership, or 
LLC) that controls a financial statement attest 
client when the financial statement attest client 
is material to such entity. 

d. An entity with a direct financial interest in the 
financial statement attest client when that enti- 
ty has significant influence over the financial 
statement attest client, and the interest in the 
financial statement attest client is material to 
such entity. 

e. A sister entity of a financial statement attest 
client if the financial statement attest client and 
sister entity are each material to the entity that 
controls both. 

f. Atrustee that is deemed to control a trust finan- 
cial statement attest client that is not an invest- 
ment company. 

g. The sponsor ofa single employer employee ben- 
efit plan financial statement attest client. 

h. Any union or participating employer that has 
significant influence over a multiple or multi- 
employer employee benefit plan financial state- 
ment attest client. 

i. An employee benefit plan sponsored by either 
a financial statement attest client or an entity 
controlled by the financial statement attest 
client. A financial statement attest client that 
sponsors an employee benefit plan includes, but 
is not limited to, a union whose members par- 
ticipate in the plan and participating employ- 
ers of a multiple or multiemployer plan. 

j. An investment adviser, general partner, or 
trustee of an investment company financial 
statement attest client (fund) if the fund is mate- 
rial to the investment adviser general partner or 
trustee, and they are deemed to have either con- 
trol or significant influence over the fund. When 
considering materiality, members should con- 
sider investments in, and fees received from, the 
fund. 

Control(s) (led). The term control) (led) is as used 
in FASB ASC 810 for commercial entities and 
FASB ASC 958-805-20 for not-for-profit enti- 
ties. 

Financial statement attest client. An entity whose 
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financial statements are audited, reviewed, or 
compiled when the member’s compilation 
report does not disclose a lack of independence. 

Significant influence. The term significant influence 
is as used in FASB ASC 323-10-15. 


Application of the Independence Rules to 

Affiliates 

When a client is a financial statement attest client, 

members should apply the independence provisions 

of the AICPA Code of Professional Conduct appli- 
cable to the client to its affiliates, except in the fol- 
lowing situations: 

a. Acovered member may have a loan to or from 
an individual who is an officer, a director, or a 
10 percent or more owner of an affiliate of a 
financial statement attest client unless the cov- 
ered member knows or has reason to believe 
that the individual is in such a position with 
such an affiliate. If the covered member knows 
or has reason to believe that the individual is 
an officer, a director, or a 10 percent or more 
owner of such an affiliate, the covered member 
should evaluate the effect that the relationship 
would have on the member’s independence by 
applying the Conceptual Framework for AICPA 
Independence Standards [sec. 100-1]. 

b. A member or his or her firm may provide pro- 
hibited nonattest services to entities described 
under subparagraphs (c)—(j) of the definition of 
affiliate, as defined in the previous “Definitions” 
section, provided that it is reasonable to con- 
clude that the services do not create a self-review 
threat with respect to the financial statement 
attest client because the results of the nonattest 
services will not be subject to financial statement 
attest procedures. For any other threats that are 
created by the provision of the nonattest serv- 
ices that are not at an acceptable level (in par- 
ticular, those relating to management 
participation), such threats should be eliminat- 
ed or reduced to an acceptable level by the 
application of safeguards. 

c. A firm will only have to apply conditions (1)—-(6) 
of Interpretation No. 101-2, “Employment or 
Association With Attest Clients” [sec. 101 par. 
.04], if the former employee, by virtue of his or 
her employment at an entity described under 
subparagraphs (c)—(j) of the definition of affil- 
iate, as defined in the previous “Definitions” sec- 
tion, would put the employee in a key position 
with respect to the financial statement attest 
client. Individuals in a position to influence the 
attest engagement and on the attest engagement 
team who are considering employment with an 
affiliate of a financial statement attest client will 
still need to report consideration of employment 
to an appropriate person in the firm and remove 
themselves from the financial statement attest 
engagement, even if the position with the affil- 
iate is not a key position. 

d. Immediate family members and close relatives 
of a covered member may be employed at an 
entity described under subparagraphs (c)—(j) of 
the definition of affiliate, as defined in the pre- 
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vious “Definitions” section, in a key position, 
provided that the position does not put them 
in a key position with respect to the financial 
statement attest client. 


Other Considerations 

A member must expend best efforts to obtain the 
information necessary to identify a financial state- 
ment attest client's affiliates. If, after expending best 
efforts, a member is unable to obtain the informa- 
tion to determine which entities are affiliates of a 
financial statement attest client, the member is 
required to (a) discuss the matter, including the 
potential impact on independence, with those 
charged with governance; (b) document the results 


of that discussion and the efforts taken to obtain the 


information; and (c) obtain written assurance from 
the financial statement attest client that it is unable 
to provide the member with the information nec- 
essary to identify the client’s affiliates. 


Effective Date 

This interpretation will be effective for engagements 
covering periods beginning on or after January 1, 
2014. Early implementation is allowed. 


New Interpretation Under Rule 101 


.21 101-19—Permitted Employment With 
Client Educational Institution 
Partners or professional employees of a firm may 
seek employment as an adjunct faculty member of 
an educational institution. Partners or profession- 
al employees of a firm who provide these types of 
services to an educational institution that is a client 
of the firm would not be considered to impair inde- 
pendence with respect to the educational institu- 
tion, provided that the partner or professional 
employee 

a. does not hold a key position at the education- 
al institution; 

b. does not participate on the attest engagement 
team; 

c. is not an individual in a position to influence 
the attest engagement; 

d. is employed by the educational institution on 
a part-time and nontenure basis; 

e. does not participate in any employee benefit 
plans sponsored by the educational institution, 
unless participation is required; and 

f. does not assume any management responsibil- 
ities or set policies for the educational institu- 
tion. 

Upon termination of such employment, the part- 

ner or professional employee should comply with 

the requirements of the “Application of the 

Independence Rules to Covered Members Formerly 

Employed by a Client or Otherwise Associated With 

A Client” section of Interpretation No. 101-1 [sec. 

101 par. .02]. 





ET Section 391, Ethics Rulings on 
Responsibilities to Clients 


(Additions are shown in boldface italic, and 
deletions are shown in strikethrough) 


2. Distribution Disclosure of Client Information 
to Frade~Asseeiations Third Parties 

.003 Question—A member*s-frm-is-requested bye 
seston tee thie teeta et tee HHS 
#remabers. has received a request from a third party 
(for example, a trade association, member of aca- 
demia, or surveying or benchmarking organiza- 
tion) to disclose client information or intends to use 
such information for the member’s own purposes 
(for example, publication of benchmarking data or 
studies) in a manner that may result in the client’s 
information being disclosed to others without the 
client being specifically identified. May the fe 
member comply with the such a request or use 
client information for such purposes without vio- 
lating Rule 301 [sec. 301 par. .01]? 

.004 Answer—A member would be in violation of 
Rule 301 [EF sec.tie# 301 par. .01]-veutd-sotbe 
violated if the fe information is considered to be 
confidential client information, unless the member 
has the clients’ specific consentpermissten, prefer- 
ably in writing, te for the disclosure distHbutethe 
Hgeres or use of such information. The disclosure 
or use of information that is available to the pub- 
lic is not subject to Rule 301 [sec. 301 par. .01]. 
The member should be cautious in the disclosure 
or use of the information so as not to disclose client 
information that may go beyond what is available 
to the public or that the client has agreed may be 
disclosed. 

Accordingly, before disclosing confidential 
client information to a third party or using such 
information for the member’s own purposes when 
the use of such information results in disclosure of 
confidential client information to others, the mem- 
ber should obtain the client’s specific consent, 
preferably in writing, about the nature of the infor- 
mation that may be disclosed, the type of third 
party to whom it may be disclosed, and its intend- 
ed use. 

A member is not prohibited from marketing his 
or her services or advising a third party, such as 
a current or prospective client, of information 
based on his or her expertise or knowledge 
obtained from prior experiences with clients (for 
example, the nature of services provided to other 
clients or common practices within a client’s indus- 
try). However, in cases when such information may 
be identifiable to one or more clients, specific con- 
sent, preferably in writing, would be required from 
such client(s). Prior to disclosing confidential client 
information to a third party, the member should 
consider whether a contractual agreement with the 
third party to maintain the confidentiality, or limit 
the use, of the information is necessary. 

In addition, the member should consider 
whether federal, state, or local statutes, rules, or 
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regulations concerning confidentiality of client 
information may be more restrictive than the 
requirements contained in this ethics ruling. 

See Ethics Ruling No. 12 of section 291 [sec. 
291 par. .023—.024] and Ethics Ruling No. 1, “Use 
of a Third-Party Service Provider to Provide 
Professional Services to Clients or Administrative 
Support Services to the Member (in part),” of this 
section [sec. 391 par. .001-.002] for guidance when 
disclosing confidential client information to a third 
party used to assist the member in providing pro- 
fessional services to clients that will not result in 
disclosure to others. 


New Interpretation Under Rule 501, 
Acts Discreditable 


-10 501-9-Confidential Information Obtained 
From Employment or Volunteer Activities 

A member should maintain confidentiality of his or 
her employer's or firm’s (employer) confidential 
information and should not use or disclose any con- 
fidential employer information obtained as a result 
of an employment relationship (for example, dis- 
cussions with the employer’s vendors, customers, 
or lenders). This includes, but is not limited to, any 
confidential information pertaining to a current or 
previous employer, subsidiary, affiliate, or parent 
thereof, as well as any entities for which the mem- 
ber is working in a volunteer capacity. For purpos- 
es of this interpretation, confidential employer 
information is any proprietary information pertain- 
ing to the employer or any organization for whom 
the member may work in a volunteer capacity that 
is not known to be available to the public and is 
obtained as a result of such relationships. 

A member should be alert to the possibility of 
inadvertent disclosure, particularly to a close busi- 
ness associate or a close or immediate family mem- 
ber. The member should also take reasonable steps 
to ensure that staff under his or her control or oth- 
ers within the employing organization and persons 
from whom advice and assistance is obtained are 
aware of the confidential nature of the information. 

"When a member changes employment, a mem- 
ber should not use confidential employer informa- 
tion acquired as a result of the prior employment 
relationship to his or her personal advantage or the 
advantage of a third party, such as a current or 
prospective employer. The requirement to main- 
tain confidentiality of an employer’s confidential 
information continues even after the end of the rela- 
tionship between a member and the employer. 
However, the member is entitled to use experience 
and expertise gained through prior employment 
relationships. 

A member would be considered to have com- 
mitted an act discreditable to the profession if the 
member discloses or uses any confidential employ- 
er information acquired as a result of employment 
or volunteer relationships without the proper 
authority or specific consent -of the employer or 
organization for whom the member may work ina 
volunteer capacity, unless there is a legal or profes- 
sional responsibility to use or disclose such infor- 
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mation. 

The following are examples when members are 
permitted or may be required to disclose confiden- 
tial employer information or when such disclosure 
may be appropriate: 

a. Disclosure is permitted by law and authorized 
by the employer. 

b. Disclosure is required by law, for example, to 
i. comply with a validly issued and enforce- 

able subpoena or summons or 

ii. inform the appropriate public authorities of 

violations of law that have been discovered. 

c. There is a professional responsibility or right to 
disclose information, when not prohibited by 
law, to 
i, initiate a complaint with, or respond to any 

inquiry made by, the professional ethics divi- 
sion or trial board of the AICPA or a duly 
constituted investigative or disciplinary body 
of a state CPA society, board of accountan- 
cy, or other regulatory body; 

ii. protect the professional interests of a mem- 

ber in legal proceedings; 

iii. comply with professional standards and 

other ethics requirements; or 

iv. report potential concerns regarding ques- 

tionable accounting, auditing, or other mat- 
ters to the employer's confidential complaint 
hotline or those charged with governance. 

Members should also consider Interpretation 

No. 102-4, “Subordination of Judgment by a 

Member,” under Rule 102, Integrity and 

Objectivity [sec. 102 par. .05], for additional 

guidance. 

d. Disclosure is permitted on behalf of the employ- 
er to 
i. obtain financing with lenders; 

ii. deal with vendors, clients, and customers; 

or 

iii. deal with the employer's external account- 

ant, attorneys, regulators, and other busi- 
ness professionals. 

In deciding whether to disclose confidential 

employer information, relevant factors to consider 

include, but are not limited to, the following: 

a. Whether all the relevant information is known 
and substantiated to the extent that it is practica- 
ble (when the situation involves unsubstantiated 
facts, incomplete information, or unsubstantiat- 
ed conclusions, professional judgment should be 
used in determining the type of disclosure to be 
made, if any) 

b. Whether the parties to whom the communica- 
tion may be addressed are appropriate recipi- 
ents 

A member may wish to consult with his or her legal 

counsel prior to disclosing, or determining whether 

to disclose, confidential employer information. 


New Interpretation Under Rule 501 


11 501-10—False, Misleading, or Deceptive Acts 
in Promoting or Marketing Professional Services 
A member in business who promotes or markets his 
or her abilities to provide professional services or 


makes claims about his or her experience or qual- 
ifications in a manner that is false, misleading, or 
deceptive will be considered to have committed an 
act discreditable to the profession, in violation of 
Rule 501 [sec. 501 par. .01]. A false, misleading, or 
deceptive promotion includes any claim or repre- 
sentation that would be likely to cause a reasonable 
person to be misled or deceived. This includes any 
representation about CPA licensure or any other 
professional certification or accreditation that is not 
in compliance with the requirements of the relevant 
licensing authority or designating body. 
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Positions Available 


Accountant (Vienna, VA): Perform accounting, auditing, 
tax, consulting services in CPA firm. MS/MBA in 
Accounting. Fax resume to Christine Wang & Associates, 
Ltd. at: (703) 242-7805. 


PRODUCTS/SERVICES 


OPPORTUNITIES 





Books/Publications 


AMAZING Excel Book. Save 40 hours per year. Free 
preview. http://www.MrExcel.com/joa/ 


Business/Professional Services 


Peer Review Services - High quality, practical approach. 
Peer reviews since 1990. Review teams with recognized 
experts in the profession. David C. Pitcher, CPA / 
Gregory A. Miller, CPA; Davie Kaplan, CPA, P.C. 
(585) 454-4161, www.daviekaplan.com 


CPAs, enhance your client relationships with innovative fed- 
eral income tax planning tool at: http://www.insta40.net 
Must review by December 7th! 





acai Software 


deed dhcd tn At oLS 


www.checkmark.com 





CheckMark Payroll Software 
| Now, run unlimited payrolls for only $249. Stands alone 
| and posts to GL. Great after-the-fact software. 





| Forms 1099 Software 

| Runs unlimited 1099s. E-file or print 1099-Misc on blank | 
| perforated sheets. Save time & money. Starting at $49. | 
fj Free Trial online | 


| Contact us at info@checkmark.com or (800) 444-9922 


INCREASE YOUR FEES by compiling client's finan- 
cial data to compute “How Long Will Your Money 
Last?”, with an interactive program which precisely 
traces assets from today to age 100. Computes annual 
RMD, federal and state income taxes based on annual 
income, allows changes in projections to influence re- 
tirement. Free trial. www.theultimateretirement 
guide.com 





Consulting 





TRIES 


er star atar 


The hottest new practice growth program! 
Go to: AccountantsAccelerator.com 











Don’t miss the next issue. 
Email your classified ad 
to: joa@russelljohns.com 































Education Marketing 


Who wants to be 
WL LIL ae 


NCI has created more million dollar plus 
practices than anyone EVER in our industry. 


ORLA OL RES Saal [-) Spa eea eazy 

* Nationally Accredited 

¢ Earn CPE Credit 

* No Study Required During Tax Filing Season 
¢ Total Tuition is less than $17,900.00 


So be it for a million dollar plus firm or 
an additional $50,000 in business, 
NCI has a proven marketing plan 
to make a millionaire cut of you. 





Flexible Online Program Designed for 
Busy Accounting Professionals 


A) William Howard Taft 


University 


$ Guaranteed increases of $50,000 to $300,000, plus 
money-back guarantee 


$ Thousands of successful programs implemented nationwide 
$ Turnkey marketing programs installed at your location 
$ Ongoing support without ongoing fees 
for free information call 
1-888-New Clients (1-288-639-2543) 


View our Millionaire video testimonials at 
www.newclientsinc.com 


Practice Development 


Learn More at: 


Call Toll Free: (877) 894-TAFT (8238) www.Taft.edu 


Marketing 


IMPROVE YOUR 
aves y (Oe 


- 1-Day Marketing Program 
* Custom Websites 


New Cc lients, Ine. 





FREE REPORT: The Seven Keys toa Success 
in CPA Firm Management. Download from 
www.SevenKeysCPA.com/exec 


* Practice Management 


Learn how to improve the 
quality of your CPA practice! 
(888) 999-9800 x1 
www.buildyourfirm.com 


Practices For Sale 


2 










AccountingBroker 
Acquisition Group™ 








Frank Salman CPA: : 


1) Started & operated 5 accounting practices. 


2) Individually assisted over 2000 CPAs develop 
their practice. 


3) Appeared in Wall Street Journal and JOA 
(April 2006 Start Your Own Practice). 


Maximize Value When You Sell Your Firm 


00% of Our 


Brok 
Big 4 CPA 






ers 








accountingbroker.com 


“As we just concluded our first full year, 


| am pleased to let you know that we 
achieved our goal of generating 
$200,000 in revenue from high-quality 


clients.” 
Kent, CPA, Las Vegas 


Buy-Sell-Merge 
25+ Years Nationwide Service 


Cash Buyers Waiting 


800-729-9031 


www.cpasales.com 


PROFESSIONAL 


ACCOUNTING 


* SALES * 





6 hours of CPE for $99 


CALL TODAY: 760-952-2491 
WANs PURE Marketing. com 


Are you tired of making employers rich? Utilize our 
proven system to build your CFO Services practice and 
earn what you’re truly worth. Contact Ren Carlton: 
(800) 440-5266, www.globalcfos.com 


joa@russelljohns.com 








FREE Brochure For Accountants - How to establish 
your fees. Go to www.mostad.com/fees or call 
Mostad & Christensen at: (800) 654-1654. 
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CLASSIFIEDS 


na eA 
a ctic 


offers outstanding 


service for less. 
We provide: 
$ Lower commission rate (call to see just how low!) 
$ Huge database of qualified buyers 
$ Expert negotiators — hundreds of successful sales 
completed 


for more information call 
1 -888- New Clients «. (-888-6992549) 


New Clients, Inc. 
Powering Your Growth 


es © 6.46 J s 
Practice Acquisition Financing 
+» FIXED rate and NO down payment financing options 
+ 100% bank-owned funding source (NASDAQ:SUSQ) 


Contact Paul Lee at 856.756.3582 
or Paul.Lee@susquehanna.net 
Subject to Credit Approval 


Susquehannag” 


ree ea kee eared 


Looking to acquire a CPA firm providing audit 








services in Washington DC Metro with annual revenue 
of $500K. Email: guncha@affluentcpa.com 


PHM arma 
SU LaLa ea 


Do you know your audience? 
We do - all 500,000 of them and Journal 
of Accountancy will help you reach that 
audience and get the results you need. 


For further information, please contact us: 
(800) 237-9851, Fax: (727) 445-9380 
Email: joa@russelljohns.com 
www.russelljohns.com 
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1. Office use, left over, unaccounted, spoiled after printing: 
Average number of copies of each issue during preceding 
12 months: 3,233. Actual number of copies of single issue 
published nearest to filing date: 3,200. 

2. Return from news agents: Average number of copies 
of each issue during preceding 12 months: none. Actual 
number of copies of single issue published nearest to filing 
date: none. 

I. Total (Sum of 15G, 15H1 and 15H2—should equal net 
press run shown in A): Average number of copies of each 
issue during preceding 12 months: 357,758. Actual number of 
copies of single issue published nearest to filing date: 363,604. 

16. Percent paid and/or requested circulation (15C/ 
G3100): Of each issue during preceding 12 months: 99.7%, 
Of single issue published nearest to filing date: 99.7%. 

17.1 hereby certify that the statements made by me above 
are correct and complete. 

Kurt K. Kunttu 
Special Manager Operational Analysis 
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THE EAST WORD 


CPAs have a reputation of being very serious people. | hope 
to challenge that because I'm both an accountant and a stand-up 
comedian. 


Although | never considered myself a class clown as a kid, | 
have always liked to make people laugh. But it wasn’t until 
2002 that I finally decided to try my hand at stand-up comedy. 
At that point I had been teaching eighth-grade math for several 
years. I knew that every student had the ability to pass math; 
what they needed was motivation. So, I 
carved out “motivation Mondays” to help 
my students find their passion. I empha- 
sized to them that finding and following 
their passion was the key to success. One 
day I realized that I had to follow my own 
advice. I had always wanted to do stand-up 
comedy, so I decided to give it a try. 


Over. time | built my routine, drawing 
mostly on relationships, family and 
headlines for my jokes. I began perform- 
ing at open-mike nights at local comedy 
clubs, and before I knew it, I was headlin- 
ing local clubs and even getting some out- 
of-town gigs. 


Greg Kyte, CPA 
Controller, Utah Valley Physicians Plaza 
Provo, Utah 


Being a comic was very satisfying, but | 
was not content teaching middle school 
math. So,.I went back to school and, over 
the course of four years, earned a bachelor’s in accounting and an 
MBA, and passed the CPA exam. 


In 2008, | went to work for a local public accounting firm. The 
firm had a mandatory monthly staff meeting for everyone, even 
the administrative assistants. I asked the partner in charge if I 
could kick off the meetings with a comedy routine based on arti- 
cles in the JofA. I’m still not sure if the managing partner appre- 
ciated my humor, but another partner pulled me aside once and 
said, “The only reason I come to staff meetings is to hear you do 
your ‘Accounting Update.’” Those types of comments were great, 
but it was both satisfying and unexpected to find that my jokes 
pointed my co-workers to important information in the Journal 
of Accountancy that they didn’t even know was there. 


Today, as the controller for a small group of medical office 
buildings, | still create monthly accounting updates, but now 
I perform them in local comedy clubs, and post them online 





(gregkyte.com/Videos.html). I've been shocked at the great 
response that I’ve received from normal, non-CPA crowds to my 
material, such as, “The IRS often fails to notify people when per- 
sonal information is leaked. Sorry, Adam Prows, SSN: 538-11- 
2637, DOB: 4/11/68.” The other night I was at a comedy club 
and did a five-minute rant on the estate tax. The audience ate it 
up. Afterward, one of my comic buddies, an HVAC repairer by 
day, said, “Dude, you’re not just funny; you explain things in a 
way that I can understand!” Something resonates in me as a for- 
mer educator when I can inform people 
and simultaneously make them laugh. 


For most of my comedic career, | have 
performed relatively generic comedy. 
But now I am rebranding myself as an 
accountant comedian. I think the profes- 
sion suffers from the image that account- 
ants don’t have a sense of humor. In a way, 
I feel I am serving as an ambassador of the 
profession as I try to change that image. 
There’s power in poking fun at yourself and 
allowing others to poke fun at you as well. 


My comedy has taken me to some pret- 
ty amazing and unexpected places, too. 
Through it, | have been awarded the G. 
Robert Newhart Non-Value-Added Fellow- 
ship of the VeraSage Institute, a think tank 
dedicated to burying the billable hour and 
time sheets. (G. Robert Newhart is comedian Bob Newhart, who 
started his career as an accountant.) Through VeraSage, I met 
Jason Blumer, the founder of the THRIVEal+CPA Network, 
another group that is working to change the CPA profession. 
Jason and I host an accounting podcast, the THRIVEcast, in 
which we explore community, collaboration, innovation, tech- 
nology, Neil Diamond, carnies and fortune cookies. 





| love being a stand-up comedian, and | love being a CPA. Syn- 
thesizing these two disparate strengths has been a great ride so far, 
and I am excited about where it may lead. I have been toying with 
a lot of different ideas, one of which is putting together continuing 
education courses that are both educational and entertaining. I 
would love to be able to give my colleagues some truly engaging 
and enriching CPE experiences that are so entertaining their spous- 
es would want to come. 
—As told to Linda Segall, linda@segallenterprises.com, 
a freelance writer from Jacksonville, Fla. 
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Thomas M. Zaino 
Member, 

McDonald Hopkins, LLC, 
Author, 

Ohio Commercial Activity Tax 
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